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INTRODUCTION 



1. In March 1991 a Consultative Document was published containing the 
Government's proposals for reform of the taxation of foreign exchange gains and 
losses. The overall response to the proposals was favourable, subject to some specific 
changes being made. The Government announced that draft clauses would be published 
for further consultation. (A copy of the Press Release containing the announcement is 
attached as Annex A). 

2. Comments are now invited on the draft clauses attached as Annex B. In some 
cases, the clauses contain references to regulations, which have not yet been drafted. 
These will be published for consultation in due course. The commentary which follows 
includes details of what it is envisaged the regulations will achieve. 

3. Representations should be sent to 

Sue Cooper 
Room 9, New Wing 
Somerset House 
Strand 

LONDON WC2R ILB 
by 31 March 1993. 
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COMMENTARY 



OVERVIEW 

1. The main elements of the scheme are as follows: 

for qualifying assets and liabilities (clause 49) and forward contracts to 
buy or sell currency (clause 22), exchange gains and losses are 
recognised as they accrue between one "translation time" and the next 
(clauses 21 to 23 and 54); 

trading exchange gains and losses are taken into account in the 
computation of trading profits or losses (clause 24); 

net non-trade exchange gains are assessed under Case VI of Schedule D 
(clauses 25 and 26), and there are special rules for non-trade exchange 
losses (clauses 25 and 27 to 29); 

where unrealised exchange gains on long-term capital items exceed 10 
per cent of the profit of an accounting period, the excess can be deferred 
until the following accounting period (clauses 35 to 39); 

exchange differences are generally to be calculated by reference to 
sterling, but there is provision for trading profits or losses before capital 
allowances to be calculated by reference to other currencies in certain 
circumstances (clauses 45 and 71); 

there are regulatory powers (in Schedule 1) to make provision for 
"matching" of exchange differences on borrowings with exchange 
differences on certain non-qualifying assets; 

qualifying assets which are currently subject to capital gains tax (CGT) 
will cease to be so (clauses 66 to 68); 

there are anti-avoidance provisions at clauses 31 to 34; 
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authorised unit trusts, approved investment trusts and charities are 
excluded from the scheme (clause 48); 

there is provision in Schedule 1 for exchange gains and losses relating to 
exempt activities (mainly long-term and mutual insurance business) to be 
disregarded; 

there is provision for special rules for exchange differences relating to 
insurance business (clause 64). 

BASIC RULES 

Qualifying assets and liabilities 

2. The scheme applies where a qualifying company (clause 48) is entitled to a 
qualifying asset or subject to a qualifying liability (clause 49), or enters into a forward 
contract to buy or sell currency (clause 22). 

3. Qualifying assets include currency in the form of cash, and debts (including foreign 
currency bank accounts). Debts are qualifying assets only to the extent that they are 
recoverable. In some circumstances, shares are also regarded as qualifying assets: this 
will only be the case where 

any profits on disposal of the shares would be assessable as part of the 
company's trading profits (as in the case of banks and other financial 
concerns); and 

exchange differences on the shares are included in the profit and loss 
account on the translation basis. 

4. Qualifying liabilities include debts and, in certain circumstances, provisions for 
contingent liabilities. 

5. Clauses 66 to 68 provide that qualifying assets and forward currency contracts 
held by qualifying companies are no longer subject to CGT. Currency and debts other 
than debts on a security (but including foreign currency bank accounts) are exempt 
from CGT on disposal. Foreigii currency debts on a security generally become 
qualifying corporate bonds under Section 117 of the Taxation of Chargeable Gains Act 
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1992 and any gain on disposal is therefore exempt following Section 115. 



Computation and treatment of exchange differences 

6. Clause 54 provides that for qualifying assets and liabilities there are translation 
times when 



the company begins or ceases to be entitled or subject to the qualifying 
asset or liability, or 

an accounting period of the company ends. 

At each translation time the local currency equivalent of the basic valuation of the asset 
or liability is found (clause 55) by translating the foreign currency asset or liability into 
the company's local currency using the exchange rate specified in clause 46. Clause 21 
provides for exchange gains or losses to be computed by comparing the local currency 
equivalent at successive translation times. 

7. Clause 23 provides a modified rule for debts which vary in amount between 
translation times. This applies where part of a debt is repaid, or an additional tranche 
is borrowed. Clauses 40 and 41 enable the modified rule to apply in a similar way 
where there is a change in the amount regarded as recoverable. 

8. For forward currency contracts, clause 22 provides for exchange differences to 
be computed by comparing, at successive translation times, the local currency 
equivalent of the amount of foreign currency to be transferred under the contract. 
Where such a contract is terminated without delivery of the currency, the net exchange 
gain or loss assessed or relieved over the life of the contract is to be recovered at the 
date of termination (clause 42). It is intended that any termination receipts or payments 
will be assessed or relieved under the proposed financial instruments legislation. 

9. Trading exchange gains and losses are taken into account in the computation of 
trading profits or losses (clause 24). Non-trading exchange gains and losses (including 
those accruing to trading companies from non-trade assets and liabilities) are 
aggregated for each accounting period. Any surplus of non-trade gains over non-trade 
losses is charged under Case VI of Schedule D (clause 26). Clauses 27 to 29 provide 
that any surplus of non-trade losses over non-trade gains can be 
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set against other profits of the same accounting period, or 



surrendered as group relief, or 

carried back against exchange gains of the three preceding years, or 
carried forward against exchange gains only. 



LOCAL CURRENCY 
Non-sterling local currency: conditions 

10. The 'local currency" by reference to which exchange gains and losses are to be 
computed is generally sterling (clause 45). However, for the purposes of computing 
trading profits before capital allowances ("basic profits and losses") regulations (under 
clause 71) will provide that an election may be made to adopt a local currency other 
than sterling where prescribed conditions are fulfilled. The conditions, which are to be 
prescribed in regulations, wiU require that 

a. for a trade carried on wholly outside the UK . or part of a trade carried 

on through an overseas branch : 

i. that currency is the currency of the primary economic 
environment in which the overseas trade, or the part of the trade 
carried on through the overseas branch, is operated and in which 
net cash flows are generated; and 

ii. the whole, or substantially the whole, of the expenses and 
receipts of the trade, or of the part of the trade carried on through 
the branch, are generated in that currency; and 

iii. accounting records for the trade or part trade are maintained in 
that currency, and the company 

prepares accounts in that currency, or 

S , 
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incorporates the results of the trade, or of the part of the 
trade carried on through the branch, into its accounts 
using the "closing rate/net investment" method referred to 
in SSAP 20, or 

elects, in a case where the temporal method is used to 
incorporate the results of the trade or of the part of the 
trade carried on through the overseas branch, to continue 
the existing tax treatment that applied in the two years 
immediately before the legislation comes into force. 

for a trade carried on wholly within the UK. or that part of a trade which 

>ie. 

is carried on in the UK * 

i. that currency is the currency of the primary economic 
environment in which the trade, or the part of the trade carried 
on in the UK, is operated and in which the net cash flows of the 
trade are generated; and 

ii. the whole, or substantially the whole, of the expenses and 
receipts of the trade are generated in that currency; and 

iii. in the case of a UK resident company: 

accounts are prepared in that currency in accordance with 
accepted UK accounting practice; and 

the whole, or substantially the whole, of the company's 
aggregate share and loan capital is denominated in that 
currency; and 

iv. in the case of a UK branch of a non-UK resident company: 

the branch accounting records are maintained, and the 
branch accounts prepared, in that currency; 



Any election in respect of the part of a trade carried on within the UK must apply to the profits 
of the whole of the UK activities of that trade: it is not to be possible for an election to apply only to the 
profits of one of several UK branches. 
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the whole, or substantially the whole, of the aggregate 
liabilities of the branch, including amounts owed to Head 
Office, is denominated in that currency. 



Non-sterling local currency: elections 

11. To make an election, the company must have reasonable grounds for believing 
that all the relevant conditions will be fulfilled throughout the first accounting period 
for which the election will apply. The election will be effective from the start of that 
accounting period unless the Inspector notifies the company at any time up to three 
months from receiving the first accounts affected that the criteria for a valid election 
have not been established. (There will be a right of appeal against any such 
notification). 

12. An election will normally take effect from the start of an accounting period 
which begins on or after the date on which the election is made. However, there will 
be two circumstances in which the election can take effect from an earlier date: 

if a company makes an election within three months of the beginning of 
the first accounting period for which the new rules apply, the election 
may take effect from the start of that accounting period; 

if a company makes an election within three months of the date it comes 
within the charge to corporation tax, the election may take effect from 
that date. 

13. The election will need to specify whether the company's trading income is to be 
translated into sterling for corporation tax purposes at the average or closing rate of 
exchange. Whichever method is specified must then be used consistently. 

14. A valid election will remain in force until 

the company 

* withdraws the election on sterling becoming (in fact) the local 
currency, or 
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* makes a valid election to adopt a different local currency; or 

the relevant conditions cease to be satisfied and the Inspector gives 
notice that the election is no longer effective. 

15. If an election is withdrawn or there is a change in the local currency, the change 
will be effective from the first accounting period beginning after the notice of 
withdrawal or the fresh election is received. If the relevant conditions cease to be 
satisfied and the Inspector gives notice that the election is no longer effective, the 
election will cease to apply from the end of the accounting period in which the 
conditions ceased to be satisfied. There will be a right of appeal against the Inspector's 
decision. 



DEFERRAL OF UNREALISED GAINS 

16. Clauses 35 to 39 contain provisions which enable companies to defer taxation of 
long-term unrealised exchange gains on long-term capital borrowings and advances 
where those gains form a significant proportion of the taxable profit. The amount 
available for relief is the excess of the net unrealised exchange gains on long-term 
capital borrowings and advances for the accounting period - or, if lower, the aggregate 
net realised and unrealised exchange gains on all borrowings, advances and forward 
currency contracts - over 10 per cent of the profit of the period (clause 37). The 
excess, or such part of the excess as the company claims, may be carried forward to the 
next accounting period. 

17. A borrowing or advance will be "long-term" if its original term was not less 
than one year (clause 39(4))(b)). "Profit" means the taxable profit of the accounting 
period after deduction of charges on income and any loss relief from later periods but 
before group relief (clause 37(3)). Regulations under clause 39(5)(c) will provide for 
exclusion from profit of any overseas income or chargeable gains to the extent that 
corporation tax thereon is covered by credit for foreign tax. 

18. Where a claimant company is a member of a UK group of companies, 
regulations under clause 39(5) (b) will provide for the two figures of net exchange gains 
described in paragraph 16 above to be calculated by aggregating the net exchange 
differences of those group companies that have exchange exposures on long-term 
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capital items. Part of the lower of the two aggregate amounts will be allocated to the 
claimant company in the proportion which the claimant s net unrealised gains on 
long-term items bears to the total of such gains for all the companies that had net gains 
on those items taken into account in the group calculation. The amount available for 
relief will be the excess of that allocated share of gains over 10 per cent of the 
company's profit. Where, however, the allocated share of group gains represents more 
than half of the claimant’s profit, the amount available for relief will be the excess over 
10 per cent of the aggregate profits of the claimant and those group companies with 
which it has loan transactions that are material in amount. 

19. Where a long-term borrowing or advance, fixed in both term and amount, is 
replaced by a similar loan within the period of one month before and one month after 
settlement of the first loan, regulations under clause 39(5)(a) will provide that exchange 
gains and losses on the first loan will be treated as unrealised for the purposes of the 
deferral rules. 



MATCHING 

20. Regulations under paragraph 3 of Schedule 1 will enable a company to match 
certain non-monetary assets with borrowing in a specified foreign currency in 
determining when exchange gains and losses on the borrowing are to be taken into 
account. A matching election will be possible where: 

a. the asset is within one of the following classes: 

shares in an overseas subsidiary 
the net investment in an overseas branch 
ships and aircraft; 
and 

b. borrowing in the currency or currencies specified could reasonably be 
expected to eliminate or substantially reduce the economic risk of 

holding those assets compared with the position if sterling had been 
borrowed; and 
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c. the borrowing and the asset are treated as matched for accounting 
purposes (ie exchange differences on both are computed on the 
translation basis and carried to reserves, in accordance with the terms of 
the appropriate accounting standard (SSAP20)). 

21. The extent of matching in an accounting period will be determined by 
comparing the value of the asset concerned with the company's net liability in the 
specified currency. "Net liability" means the excess of eligible borrowings over 
qualifying assets in the same currency (but excluding shares held on trading account). 
Eligible borrowings will include any debts that are qualifying liabilities except 
short-term trade creditors. The asset value will normally be its net value as shown in 
the company's accounts (but the Revenue will be able to substitute a different valuation 
if the company does not follow a consistent and systematic policy of revaluation or if a 
particular valuation is unreasonable). An asset will be treated as matched with the 
company's net liability in the specified currency up to the value of the asset at the start 
of the accounting period (or at the date the election comes into force, if later). It will 
be possible for a company to elect in relation to part of an asset and, where 
appropriate, for matching in different currencies. 

22. Exchange differences on the matched liability will be deferred and treated as 
realised at the date of disposal of the asset or at the date when matching ceases, if 
earlier. At that stage the net exchange gain or loss will be treated as a chargeable gain 
or allowable loss. 

23. Matching will cease when a company has no net liability in the specified 
currency (although short gaps of up to one month in replacing loans will be ignored) or 
the asset can no longer be regarded as hedged by borrowing in that currency. Partial 
cessation will occur to the extent that the net liability falls below the value of the asset 
or the asset itself is written down in the accounts. 

24. Where an asset is transferred to another UK group company matching will cease 
but any net gain or loss on the matched liability will pass to the other company and 
continue to be deferred provided, in the case of gains, that company makes a matching 
election in respect of the asset. There will also be special provisions to deal with other 
transactions in matched assets which under CGT rules are treated as giving rise to 
neither gain nor loss or where chargeable gains are computed but are deferred until a 
later event. 

10 
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25. A valid election will take effect from the date of the election except that 



an election made within three months after the date of acquisition of an 
asset will apply from that date (unless the company specifies that it 
should apply from the date of the election), and 

for assets held by a company when the legislation comes into operation 
(see paragraph 34 below) an election made within six months after the 
appointed day or, if later, within three months after the start of the first 
accounting period beginning on or after the appointed day will apply 
from the outset (again unless the company specifies otherwise). 



Elections will be irrevocable. 



ANTI-AVOIDANCE 

26. Clause 31 provides for exchange losses on a foreign currency loan to be 
disallowed where the accrual of an exchange loss is the main benefit, or one of the 
main benefits, that might be expected to arise from borrowing or lending in the 
particular currency. 

27. Clauses 32 to 34 provide for the "ring-fencing" of exchange losses on a loan or 
forward currency contract which is entered into otherwise than on arm's length terms. 
Such losses will be available for relief only against future exchange gains arising on the 

same loan or contract. For loans, the application of clause 32 is limited by subsections 
(4) to (10): 



where the amount of a loan is the only respect in which the terms of a 
loan would have differed had the parties been dealing at arm's length (ie 
a lower amount would have been advanced), the only exchange 
differences to be ring-fenced are those which arise on the excess of the 

actual loan over the amount which would have been advanced at arm's 
length; and 

where a loan is regarded as not on arm's length terms solely because 
interest has not been charged, or has been charged at lower than a 
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commercial rate, the restriction will not apply if interest, or additional 
interest, is treated as having been charged on the whole of the loan under 
section 770 Income and Corporation Taxes Act 1988. Where interest is 
imputed under section 770 on part of a loan, the restriction will not 
apply to exchange losses on that part. 

In addition, the clause is not to apply where the loan transaction is between members of 
a UK group of companies and a corresponding taxable exchange gain accrues to the 
other group member (subsections (11) and (12)). This will provide automatic exclusion 
from restriction for most intra-UK group loans. 



SPECIAL PROVISIONS 
Non -exchange gains and losses 

28. Clause 44 provides for regulations to ensure that if a company makes a 
non-exchange loss on an asset or liability which is not otherwise relieved (eg because it 
writes off a non-trading loan), relief will be given for an amount equal to any net 
exchange gains previously charged to tax in respect of that asset or liability. The 
converse will apply where there is a non-exchange gain. 

Insurance Companies 

29. Regulations under clause 64 will provide special rules for dealing with exchange 
differences on an insurance company's provisions for liabilities in respect of unsettled 
claims and claims incurred but not reported (technical reserves) and on the investments 
held to back those reserves. The rules will apply to all general insurance business 
except business conducted on a mutual basis. 

30. Where the investments are accounted for on the translation basis, technical 
reserves which fall to be taken into account in computing profits for corporation tax 
purposes will be treated as qualifying liabilities and exchange differences recognised 
under the basic rules. Monetary investments will be qualifying assets on which 
exchange differences will also be recognised under the basic rules. As for other 
companies, non-monetary investments will not generally be qualifying assets. However 
where the book value of the total foreign currency monetary investments at the 
accounting date is less than the value of the total foreign currency technical reserves at 
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that date, a proportion of any foreign currency non-monetary investments other than 
real property will be treated as qualifying assets. 

31. To avoid the need for complex identification rules, a proportion of the total 
unrealised exchange differences on the non-monetary investments will be brought to 
account - namely, the proportion which the excess of total currency technical reserves 
over total currency monetary investments bears to the currency non-monetary 
investments (excluding real property). On the subsequent disposal of a non-monetary 
investment an adjustment, determined on a just and reasonable basis, will be made to 
eliminate exchange differences recognised in previous accounting periods. 

32. Where exceptionally investments are not accounted for on the translation basis, 
unrealised exchange gains and losses on currency technical reserves will not be 
recognised until the date when the liability, for which the appropriate part of the 
technical reserves is set aside, is due to be paid. Any currency monetary investments 
(eg debt securities) held to back those reserves will be excluded from the basic rules. 

33. Paragraphs 1 and 2 of Schedule 1 will exclude from the new regime assets, 
forward currency contracts and liabilities which are held or owed for the purposes of 
long-term insurance business or mutual insurance business. Regulations under 
paragraph 2(2) will provide that for any day on which an asset, contract or liability is 
held or owed for those purposes no exchange gain or loss will accrue. 



COMMENCEMENT AND TRANSITIONAL ARRANGEMENTS 
Commencement 

34. Clause 61 provides that the scheme is to apply from the first day of a company's 
first accounting period to begin on or after an appointed day. There is a special 
anti-avoidance rule in clause 62 to allow a "just and reasonable" adjustment where a 

company changes its accounting date, and hence its commencement date, for the 
purpose of securing a tax advantage. 

Transitional arrangements 

35. Clause 61(2) provides that where a (Ratifying asset or liability is held or owed on 
the commencement date the company is to be treated as if ifcbecame entitled or subject 
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to the asset or liability on that date. Regulations will provide transitional rules for such 

items as follows: 

Trading Assets and Liabilities on which exchange differences presently 
recognised on the translation basis 

35.1 Where exchange differences are already being recognised under the present 
system, there will be no change in treatment. Basic valuation at 
commencement will be the value at which the item stood in the company's 
accounts, or, if different, the figure at which it was carried forward for tax 
purposes, at the end of the accounting period immediately preceding 
commencement. 

Trading assets and liabilities on which exchange differences presently brought 
into the Case I computation on disposal or realisation 

35.2 Where exchange differences on trading assets and liabilities are recognised for 
tax purposes only upon realisation, the item will be deemed to be disposed of 
and reacquired at the figure at which it stands in the accounts at the end of the 
last accounting period immediately preceding commencement. In the case of a 
forward currency contract there will be a deemed disposal and reacquisition of 
the currency concerned at its local currency equivalent. 

35.3 The deemed disposal will produce a gain or loss under the normal Case I rules. 
This gain or loss is to be held over and set against future translation exchange 
gains or losses on the same asset or liability. When the asset or liability is 
realised or disposed of, any unutilised balance is to be treated as an exchange 
gain or loss arising in the period of realisation. 

Assets presently subject to capital gains tax (eg debts on a security or foreign 
currency bank accounts! 

35.4 Assets presently within the CGT regime - apart from forward currency contracts 
- will be deemed to be disposed of and reacquired at market value on the 
commencement date. Market value is to be ascertained in the relevant foreign 
currency and translated into sterling at the rate prevailing on the commencement 
date. The application of the existing CGT rules to the deemed disposal will 
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produce a chargeable gain or an allowable loss. This gain or loss will not be 
taxed or relieved immediately on the deemed disposal, but will instead be held 
over and offset against any translation exchange gains or losses on the asset 
which would otherwise be recognised under the new rules, as follows: 

a deemed loss will be set against future translation exchange 
gains on the asset; and 

a deemed gain will be set against future translation exchange 
losses on the asset. 

35.5 Any unutilised balance of the gain or loss will normally be taxed or relieved as 
a capital gain or loss when the asset is disposed of. But where the unutilised 
balance is a loss the company is to have the right to elect, within two years of 
the end of the accounting period in which the asset is disposed of, that the loss 
should instead be set off against any exchange gains arising in the period in 
which the asset was disposed of and in subsequent periods. 

Assets and liabilities on which exchange differences are not recognised under 
the existing rules 

35.6 Debts (other than debts on a security) and borrowings are the main examples of 
assets and liabilities in this category. These will fall into two categories: 

debts and borrowings of fixed amount and term - these are to be brought 
into the scheme from the date of commencement (but subject to a "kink 
test" as explained below); and 

other (" fluctuating ") debts and borrowings - these will normally be 
excluded from the scheme ("grandfathered") until six years after the 
commencement date. Companies will however have the right to elect 
that they should be brought into the scheme on the commencement date. 

35.7 All such items will be deemed to be acquired on the date from which the 
scheme first applies to them (ie the commencement date except for 
grandfathered items in respect of which no election is made, to which the 
scheme will first apply six years after the commencement date). The deemed 
cost of acquisition will be the figure at which the item stood in the accounts at 
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the end of the immediately preceding accounting period. 



Items of Fixed Amount and Term 

.8 For items of fixed amount and term there is to be a provision (a "kink test") to 
prevent the exchange gains or losses taken into account under the new scheme 
exceeding the exchange gains or losses which have actually accrued over the life 
of the asset or liability. For any accounting period, the exchange gains or losses 
to be taken into account in relation to any such asset or liability will be arrived 
at as follows: 

the gain or loss of the period (which may arise on translation at the 
balance sheet date or on realisation during the period) is to be aggregated 
with the translation gains or losses which have been taken into account 
for tax purposes in any previous accounting periods since the 
commencement date; 

the result will be compared to the overall exchange gain or loss which 
has accrued between the date the asset or liability came into existence 
and the balance sheet date - or, if the item was realised during the 
accounting period, the date of realisation; 

where both figures are gains and the post-commencement gain exceeds 
the overall gain, the exchange gain or loss to be recognised will be equal 
to the amount required to reduce or increase the total amount recognised 
since commencement to the overall gain; 

where both figures are losses and the post-commencement loss exceeds 
the overall loss, the exchange gain or loss to be recognised will be equal 
to the amount required to reduce or increase the total amount recognised 
since commencement to the overall loss; 

where one figure is a gain and the other a loss, neither gain nor loss will 
be recognised. 

5.9 There will be rules to prevent companies from opting out of the kink test by 
repaying and renewing loans. These will provide that 
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if a loan (whether due to or by the company) to which the kink test 
applies is repaid before term, and 

another fixed amount foreign currency loan is taken out in the same 
currency within the period of one month before and one month after 
settlement of the first item, 

then the kink test provisions will apply to the replacement loan in the same way 
as they applied to the original loan, up to the date on which the original loan 
would have been realised if it had run to term. Where the new loan equals or 
exceeds the old in amount, the overall gains or losses and any 
post-commencement exchange gains or losses on the old loan will be treated as 
if they had accrued on the new loan. Where the new loan is less than the old, 
an appropriate proportion of both the historic exchange differences and the 
post-commencement exchange differences on the old loan will be attributed to 
the new loan in the same way. 

Fluctuating Balances 

35.10 Fluctuating items are to be excluded from the scheme for a six year period, 
unless the company elects to bring them in at commencement date values. An 
election 

must be made by the later of three months from the commencement date 
or six months from the appointed day; and 

must cover all of a company's fluctuating items (ie it cannot grandfather 
some items but bring others into the scheme). 

35.11 Where the balance of a loan or debt reduces following the commencement date, 
only the reduced balance will continue to be grandfathered (ie if there is a 
subsequent increase in the balance, any exchange differences arising in relation 
to the increase will be within the new regime) . 



COT assets disposed of prior to commencement date 

36. A company will be able to elect that allowable CGT losses realised prior to 
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commencement on monetary assets should be set against future exchange gains on the 
same class of assets (ie monetary assets formerly within the CGT regime). Elections 
must be made within three months of the commencement date or six months of the 
appointed day, whichever is later. 

37. It will be necessary to identify which of the unutilised CGT losses at 
commencement are attributable to monetary, and which to non-monetary, assets. The 
losses should be allocated on a year by year basis, starting with the earliest year, on the 
assumption that in each year 

any gains arising on monetary assets were offset in the first instance by 
losses on monetary assets (including losses brought forward from earlier 
years) in preference to losses on non-monetary assets; 

any gains arising on non-monetary assets were offset in the first instance 
by losses on non-monetary assets (including losses brought forward from 
earlier years) in preference to losses on monetary assets. 
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11 August 1992 



FOREIGN EXCHANGE GAINS AND LOSSES 
DRAFT LEGISLATION TO BE PUBLISHED 

Following last year’s consultations on proposals to reform the t 
treatment of foreign exchange gains and losses for companies, t 
Government have authorised the preparation of draft legislatio 
A number of changes are to be made to the original proposals, a 
there will be further consultations on the draft legislation wh 
it is published. 



DETAILS 

1. The Consultative Document published last year proposed 

scheme which would recognise as income exchange differences 
monetary assets and liabilities as they accrue. This was broad 
welcomed by respondents, but some drawbacks in the scheme 
proposed were envisaged. 

2 . Following discussions between the Revenue and t 
representative bodies, the Government have now agreed to incli 
in the scheme: 

a provision allowing UK companies which account 
foreign currency to compute their taxable trad] 

profits by reference to that currency, where certc 
conditions are met; 

a "matching" provision to allow exchange differences 
a borrowing which "matches" a non-monetary asset to 
deferred until the asset is disposed of; 

more flexible rules for relief of non-trade exchai 
losses ; 

- various improvements to the transitional provisions i 
the rules on deferral of unrealised gains. 

3. In addition, the second of the anti-avoidance measu: 

proposed in the Document is to be replaced by an "arm’s leng 
test to restrict relief for losses on transactions that would 
take place between independent persons acting at arm’s length. 



/NOTES FOR EDITORS 
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NOTES FOR EDITORS 



1. Under the present system gains and losses arising from 
currency fluctuations are not always taken into account for tax 
purposes in the same way, or even at all. For example, some may 
be treated as trading profits or losses and some as capital gains 
or losses, while others fall outside the tax system altogether so 
that gains are not taxed nor losses relieved. 

2 . Publication of the consultative document setting out 
proposals for reform of the tax treatment of foreign exchange 
gains and losses for companies was announced in an Inland Revenue 
Press Release of 19 March 1991. Representations were invited by 
30 September 1991, but the deadline was extended to 31 December to 
allow certain complex issues to be fully considered. 

3 . Representations were received from sixty-three representative 
bodies, companies and individuals, and there were detailed 
discussions between the Revenue and a number of the representative 
bodies. There was a clear consensus in favour of the proposals 
for reform outlined at paragraphs 1 and 2 of the "Details" 
section. 



Press enquiries to: 



on: 



Eleanor Graham 
Tim Morris 
Jag Tandon 

071-438-6692/6706/7327 
(Out of hours: 0860-359544) 
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ARRANGEMENT OF CLAUSES 



Part II 

Income Tax, Corporation Tax and Capital Gains Tax 



5 

I 

r 






Chapter I . 

Exchange gains and losses 
Accrual of gains and losses 

Clause 

21. Accrual on qualifying assets and liabilities. 

22. Accrual on currency contracts. 

23. Accrual on debts whose amounts vary. 

Trading gains and losses 

24. Trading gains and losses. 



Non-trading gains and losses 

25. Non-trading gains and losses: general. 

26. Non-trading gains and losses: charge to tax. 

27. Non-trading gains and losses: relief, 

28. Modifications where loss carried forward. 

29. Interaction with ICTA, 

Alternative calculation 

30. Alternative calculation. 

Main benefit test 

31. Loss disregarded if the main benefit. 

Arm’s length test 

32. Arm’s length test: assets and liabilities. 

33- Arm’s length test: currency contracts, 

34. Arm’s length test: non-sterling trades. 

Deferral of unrealised gains 

35. Claim to defer unrealised gains. 
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Clause 

36. Deferral of unrealised gains, 

37. Deferral: amount available for relief. 

38. Deferral: non-sterling trades. 

39. Deferral: supplementary. 

Irrecoverable debts 

40. Irrecoverable debts. 

41. Irrecoverable debts that become recoverable. 

Currency contracts: special cases 

42. Early termination of currency contract. 

43. Reciprocal currency contracts. 

0 

Excess gains or losses 

44. Excess gains or losses. 

Local currency to be used 

45. Local currency to be used. 

Exchange rate to be used 

46. Exchange rate at translation times. 

47. Exchange rate for varying assets and liabilities. 

Interpretation: companies 

48. Qualifying companies. 

Interpretation: assets, liabilities and contracts 

49. Qualifying assets and liabilities. 

50. Definitions connected with assets. 

51. Definitions connected with liabilities. 

52. Assets and liabilities: other matters. 

53. Definitions connected with currency contracts. 

Interpretation: other provisions 

54. Translation times and accrual periods. 

55. Basic valuation. 

56. Nominal currency of assets and liabilities. 

57. Settlement currency of a debt, 

58. Nominal amount of a debt. 

59. Local currency of a trade, 

60. Miscellaneous definitions. 

Miscellaneous 

61. Commencement and transitionals. 
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Clause 

62. Anti-avoidance: change ol accounting period. 

63. Orders and regulations. 

64. Insurance companies. 

65. Amendments. 

Chapter II 
General 
Capital gains 

66. Currency. 

67. Debts other than securities. 

68. Debts on securities: disposals. 

69. Debts on securities: relief. 

70. Indexation allowance: non-chargeable assets. 

Miscellaneous 

71. Corporation tax: currency to be used, 

72. Foreign companies: trading currency. 

73. Certain interest not allowed as a deduction. 

SCHEDULES; 

Schedule 1 — Exchange Gains and Losses. Alternative 

Calculation. 

Schedule 2 — Exchange Gains and Losses: Amendments. 
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Part II 

Income Tax, Corporation Tax and Capital Gains Tax 

Chapter I 

Exchange gains and losses 

5 Accrual of gains and losses 

21, — (1) Subsection (2) below applies where a qualifying company 
holds a qualifying asset and there is a difference between — 

(a) the local currency equivalent, at the translation time with which 

an accrual period as regards the asset begins, of the basic 
10 valuation of the asset, and 

(b) the local currency equivalent, at the translation time with which 

the accrual period ends, of the basic valuation of the asset. 

(2) There is as regards the asset an exchange difference for the accrual 
period, and — 

15 (a) if the difference represents an increase over the period, an initial 

exchange gain of an amount equal to the difference accrues to 
the company as regards the asset for the period; 

(b) if the difference represents a decrease over the period, an initial 
exchange loss of an amount equal to the difference accrues to 
20 the company as regards the asset for the period. 

(3) Subsection (4) below applies where a qualifying company owes a 
quMifying liability and there is a difference between — 

(a) the local currency equivalent, at the translation time with which 

an accrual period as regards the liability begins, of the basic 
25 valuation of the liability, and 

(b) the local currency equivalent, at the translation time with which 

the accrual period ends, of the basic valuation of the liability. 

(4) There is as regards the liability an exchange difference for the 
accrual period, and — 

30 (a) if the difference represents a decrease over the period, an initial 

exchange gain of an amount equal to the difference accrues to 
the company as regards the liability for the period; 

(b) if the difference represents an increase over the period, an initial 
exchange loss of an amount equal to the difference accrues to 
35 the company as regards the liability for the period. 

22. — (1) This section applies where a qualifying company enters into a 
contract (a currency contract) under which — 

(a) it becomes entitled to a right and subject to a duty to receive 

payment at a specified time of a specified amount of one 
40 currency (the first currency), and 

(b) it becomes entitled to a right and subject to a duty to pay in 

exchange and at the same time a specified amount of another 
currency (the second currency). 
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(2) Subsection (3) below applies if there is a difference between — 

(a) the local currency equivalent, at the translation time with which 

an accrual period as regards the contract begins, of the amount 
of the first currency, and 

(b) the local currency equivalent, at the translation time with which 5 

the accrual period ends, of the amount of the first currency. 

(3) There is as regards the contract an exchange difference for the 
accrual period, and — 

(a) if the difference represents an increase over the period, an initial 

exchange gain of an amount equal to the difference accrues to 10 
the company as regards the contract for the period; 

(b) if the difference represents a decrease over the period, an initial 

exchange loss of an amount equal to the difference accrues to 
the company as regards the contract for the period. 

(4) Subsection (5) below applies if there is a difference between — 15 

(a) the local currency equivalent, at the translation time with which 

an accrual period as regards the contract begins, of the amount 
of the second currency, and 

(b) the local currency equivalent, at the translation time with which 

the accrual period ends, of the amount of the second currency. 20 

(5) There is as regards the contract an exchange difference for the 
accrual period, and — 

(a) if the difference represents a decrease over the period, an initial 

exchange gain of an amount equal to the difference acemes to 
the company as regards the contract for the period; 25 

(b) if the difference represents an increase over the period, an initial 

exchange loss of an amount equal to the difference acemes to 
the company as regards the contract for.the period. 

23 . — ( 1 ) In a case where — 

(a) a qualifying company holds an asset consisting of a- right to 30 

settlement under a qualifying debt or owes a liability consisting 
of a duty to settle under such a debt, and 

(b) the nominal amount of the debt outstanding varies during an 

accrual period (whether because of an increase or a decrease or 
both), 

the following provisions of this section shall apply for the period and 
section 21 above shall not. 

(2) In such a case — 

(a) take the local currency equivalent, at the translation time with 

which the accrual period begins, of the nominal amount of the 40 
debt then outstanding; 

(b) take the local currency equivalent, at each time (if any) 

immediately after the nominal amount of the debt outstanding 
increases in the accrual period, of the amount by which it then 
increases; 
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(c) take the local currency equivalent, at each Lime (il any) 
immediately after the nominal amount of the debt outstanding 
decreases in the accrual period, of the amount by which it then 
decreases; 

5 (d) take the figure found under paragraph (a) above, add each figure 

found under paragraph (b) above, subtract each figure found 
under paragraph (c) above, and call the resulting figure the first 
amount; 

(e) take the local currency equivalent, at the translation time with 
10 which the accrual period ends, of the nominal amount of the 

debt then outstanding, and call the figure so found the second 
amount 

(3) Where the qualifying company has a right to settlement under the 
debt the following provisions apply in relation to the asset consisting of 

15 the right — 

(a) if the second amount exceeds the first an initial exchange gain of 

an amount equal to the difference between them accrues to the 
company as regards the asset for the accrual period; 

(b) if the second amount is less than the first an initial exchange loss of 

20 an amount equal to the difference between them accrues to the 

company as regards the asset for the accrual period. 

(4) Where the qualifying company has a duty to settle under the debt 
the following provisions apply in relation to the liability consisting of the 
duty — 

25 (a) if the second amount is less than the first an initial exchange gain of 

an amount equal to the difference between them accrues to the 
company as regards the liability for the accrual period; 

(b) if the second amount exceeds the first an initial exchange loss of 
an amount equal to the difference between them accrues to the 
30 company as regards the liability for the accrual period. 

(5) If the first amount has a negative value, for the purposes of this 
section the second amount (however small its value) shall be taken to 
exceed the first amount (however large its value). 

Trading gains and losses 

35 24. — (1) Subsections (2) to (4) below apply where — 

, (a) as regards an asset, liability or contract an initial exchange gain 

accrues to a qualifying company for an accrual period, and 

(b) at any time in the period the asset or contract was held, or the 
liability was owed, by the company for the purposes of a trade 
40 carried on by it. 

(2) If throughout the accrual period the asset or contract was held, or 
the liability was owed, by the company solely for the purposes of the 
trade the whole of the gain is an exchange gain of the trade for the period. 

(3) In any other case the gain shall be apportioned on a just and 
45 reasonable basis and so much as is attributable to the trade is an exchange 

gain of the trade for the period. 
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(4) The company shall be ircalcd for the purposes of the Tax Acts as — 

fa) receiving in respect of the trade an amount equal to the exchange 
gain of the trade for the accrual period, and 

(b) receiving the amount in respect of the accounting period which 
constitutes the accrual period or in which the accrual period 5 
falls. 

(5) Subsections (6) to (8) below apply where — 

(a) as regards an asset, liability or contract an initial exchange loss 

accrues to a qualifying company for an accrual period, and 

(b) at any time in the period the asset or contract was held, or the 10 

liability was owed, by the company for the purposes of a trade 
carried on by it. 

(6) If throughout the accrual period the asset or contract was held, or 
the liability was owed, by the company solely for the purposes of the 
trade the whole of the loss is an exchange loss of the trade for the period. 15 

(7) In any other case the loss shall be apportioned on a just and 
reasonable basis and so much as is attributable to the trade is an exchange 
loss of the trade for the period. 

(8) The company shall be treated for the purposes of the Tax Acts as — 

(a) incurring in the trade a loss of an amount equal to the exchange 20 

loss of the trade for the accrual period, and 

(b) incurring the loss in respect of the accounting period which 

constitutes the accnial period or in which the accrual period 
falls. 

(9) The preceding provisions of this section apply— 25 

(a) whether the asset or contract is at any time held, or the liability is at 

any time owed, on revenue account or capital account, and 

(b) notwithstanding anything in section 74 of the Taxes Act 1988 

(general rules as to deductions not allowable). 

(10) In a case where — ‘ 30 

(a) an accounting period of a qualifying company begins on or after 

its commencement day, and 

(b) but for this subsection, a gain or loss falling within subsection 

(11) below would be taken into account in calculating the profits 
or gains for the period of a trade carried on by the company, 35 

the gain or loss shall be left out of account in calculating the profits or 
gains. 

(1 1) A gain or loss falls within this subsection if it — 

(a) accrues to the company, otherwise than by virtue of this Chapter, 

as regards a qualifying asset or liability or a currency contract, 40 

and 

(b) is attributable to fluctuations in currency exchange rates; 
and it is immaterial whether the gain or loss is realised. 
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Non-trading gains and losses 
25. — ( 1 ) In a case where — 

(a) as regards an asset, liability or contract an initial exchange gain 

accrues to a qualifying company for an accrual period, and 

(b) the whole or part of the gain is not an exchange gain of a trade for 

the period, 

the whole or part (as the case may be) is a non-trading exchange gain for 
the period. 

(2) The company shall be treated as — 

(a) receiving in respect of the asset, liability or contract an amount 

equal to the non-trading exchange gain for the accrual period, 
and 

(b) receiving the amount in the accounting period which constitutes 

the accrual period or in which the accrual period falls; 

and (subject to subsection (6) below) the rules in sections 26 to 29 below 
shall apply. 

(3) In a case where — 

(a) as regards an asset, liability or contract an initial exchange loss 

accrues to a qualifying company for an accrual period, and 

(b) the whole or part of the loss is not an exchange loss of a trade for 

the period, 

the whole or part (as the case may be) is a non-trading exchange loss for 
the period. 

(4) The company shall be treated as — 

(a) incurring in respect of the asset, liability or contract a loss of an 

amount equal to the non-trading exchange loss for the accrual 
period, and 

(b) incurring the loss in the accounting period which constitutes the 

accrual period or in which the accrual period falls; 

and (subject to subsection (6) below) the rules in sections 26 to 29 below 
shall apply. 

(5) For the puiposes of subsection (6) below and sections 26 to 29 
below, in relation to an accounting period — 

(a) amount A is the amount a company is treated as receiving in the 

accounting period by virtue of this section or (if it is treated as 
so receiving two or more amounts) the aggregate of those 
amounts; 

(b) amount B is the amount of the loss a company is treated as 

incurring in the accounting period by virtue of this section or (if it 
is treated as so incurring two or more losses) the aggregate of 
the amounts of those losses. 

(6) In a case where — 

(a) a company is treated as receiving in an accounting period an 

amount or amounts by virtue of this section, 

(b) it is treated as incurring in the accounting period a loss or losses 

by virtue of this section, and 
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(c) amouni A is equal to amount B, 
the rules in sections 26 to 29 below shall not apply. 

(7) Section 396 of the Taxes Act 1988 (Case VI losses) shall not be 
taken to apply to a loss which a company is treated as incurring by virtue of 
this section; and an amount which a company is treated as receiving by 5 
virtue of this section shall not be regarded, for the purposes of subsection 
(1) of section 396, as income arising as mentioned in that subsection. 


Non-trading 
gains and losses: 
charge to tax. 


26. — (1) Subsection (2) below applies where — 

(a) a company is treated as receiving in an accounting period an 

amount or amounts by virtue of section 25 above, and 10 

(b) it is not treated as incurring in the accounting period any loss by 

virtue of that section. 

(2) The company shall be treated as receiving in the accounting period 
annual profits or gains of an amount equal to amount A, and the profits or 
gains shall be chargeable to tax under Case VI of Schedule D for the 15 
accounting period. 

(3) Subsection (4) below applies where — 

(a) a company is treated as receiving in an accounting period an 

amount or amounts by virtue of section 25 above, 

(b) it is treated as incurring in the accounting period a loss or losses 20 

by virtue of that section, and 

(c) amount A exceeds amount B. 

(4) The company shall be treated as receiving in the accounting period 
annual profits or gains of an amount equal to amount A minus amount B, 
and the profits or gains shall be chargeable to tax under Case VI of 25 
Schedule D for the accounting period. 


Non-trading 
gains and losses: 
relief. 


27. — (1) This section applies where — 

(a) a company is treated as incurring in an accounting periocj a loss or 

losses by virtue of section 25 above, and 

(b) it is not treated as receiving in the accounting period any amount 30 

by virtue of that section; 

and where this section applies by virtue of this subsection references to 
the relievable amount for the accounting period are to an amount equal to 
amount B. 

(2) This section also applies where — 

(a) a company is treated as incurring in an accounting period a loss or 

losses by virtue of section 25 above, 

(b) it is treated as receiving in the accounting period an amount or 

amounts by virtue of that section, and 

(c) amount B exceeds amount A; 

and where this section applies by virtue of this subsection references to 
the relievable amount for the accounting period are to an amount equal to 
amount B minus amount A, 
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(3) The company may claim under this subsection that the whole or 
part of the rclicvable amount lor an accounting period shall be treated I'or 
the purposes of section 403(1) of the Taxes Act 1988 (group rclieO as if it 
were a loss incurred by the company in the period in carrying on a trade, 
and in such a case section 403(2) (exclusions) shall not apply. 

(4) The company may claim under this subsection that the whole or 
part of the relievable amount for an accounting period shall be set off for 
the purposes of corporation tax against profits (of whatever description) 
of that accounting period; and in such a case, subject to any relief for a 
loss incurred in a trade in an earlier accounting period, those profits shall 
then be treated as reduced accordingly. 

(5) Where a company has made no claim under subsection (3) or (4) 
above as regards the relievable amount for an accounting period, the 
company may claim under this subsection that — 

(a) the whole of the relievable amount, or 

(b) where the relievable amount exceeds the relevant exchange 

profits, so much of the relievable amount as is equal to those 
profits, 

shall be treated as mentioned in subsection (7) below. 

(6) Where a company has made a claim under subsection (3) or (4) 
above as regards the relievable amount for an accounting period, the 
company may claim under this subsection that — 

(a) such part of the relievable amount as is not the subject of any 

such claim, or 

(b) where that part exceeds the relevant exchange profits, so much of 

that part as is equal to those profits, 

shall be treated as mentioned in subsection (7) below. 

(7) Where a company claims under subsection (5) or (6) above as 
regards the whole or part of the relievable amount for an accounting 
period, the whole or part concerned shall be set off against the exchange 
profits of preceding accounting periods falling wholly or partly within the 
permitted period; and (subject to any relief for an earlier loss) the 
exchange profits of any of those accounting periods shall then be treated 
as reduced by the whole or part concerned or by so much of it as cannot be 
set off under this subsection against the exchange profits of a later 
accounting period. 

(8) For the purposes of subsections (5) and (6) above “the relevant 
exchange profits” means the total of the following— 

(a) the exchange profits, as reduced by any reliefs for earlier losses 

and any reliefs falling within subsection (9) below, of all those 

accounting periods falling wholly within the permitted period, 
and 

(b) such part of the exchange profits, as so reduced, of any 

accounting period falling partly before the beginning of the 
permitted period as is proportionate to the part of the accounting 
period falling within the pennitted period. 

(9) The reliefs falling within this subsection are — 

(a) any relief under section 338 of the Taxes Act 1988 (charges on 
income) in respect of payments made wholly and exclusively for 
the purposes of a trade; 
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(b) where the company is an invcstincnl company for the purposes of 
Pan IV of ihc Taxes Act 1988, any relief under that section in 
respect of payments made wholly and exclusively for the 
purposes of its business. 

(10) For the purposes of subsections (7) and (8) above — 5 

(a) the exchange profits of an accounting period are the annual profits 

or gains the company is treated as receiving in that period under 
section 26 above, 

(b) the permitted period is the period of three years immediately 

preceding the accounting period first mentioned in subsection lO 
(7) above, and 

(c) an earlier loss is a loss incurred, or treated as incurred, in an 

accounting period earlier than that first mentioned in subsection 
(7) above. 

(11) The amount of the reduction that may be made under subsection 15 
(7) above in the exchange profits of an accounting period falling partly 
before the beginning of the permitted period shall not exceed a part of 
those profits proportionate to the part of the accounting period falling 
within the permitted period. 

(12) If the whole or part of the relievable amount for an accounting 20 
period is not dealt with under a claim under this section — 

(a) the company shall be treated as incurring by virtue of section 25 

above a loss of an amount equal to the whole or part (as the case 
may be), 

(b) the company shall be treated as incurring the loss in the next 25 

succeeding accounting period, and 

(c) in relation to that accounting period references to amount B shall 

be construed accordingly. 

(13) A company — 

(a) may not claim under more than one of subsections (3) and (4) 30 

above as regards the same part of a relievable amount, and 

(b) where it has claimed under subsection (5)(b) or (6)(b) above as 

regards part of a relievable amount, may not later claim under 
subsection (3) or (4) above as regards any part of the relievable 
amount. 

(14) A claim under any of subsections (3) to (6) above must be made 
within the period of two years immediately following the accounting 
period to which the relievable amount relates or within such further 
period as the Board may allow. 

28, — (1) This section applies where section 27(12) above treats a 40 
company as incurring a loss in an accounting period by virtue of section 
25 above. 

(2) In this section references to amount C are to so much of amount B as 
the company is treated as incurring in the accounting period otherwise 
than by virtue of section 27(12). 
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(3) Where scciion 27 above applies by virtue of section 27(1) and this 
section applies, then, as regards the accounting period — 

(a) if amount C is nil section 27(3) to (6) shall not apply; 

(b) if amount C exceeds nil the references to the relievable amount in 

5 section 27(3) to (14) shall be construed as references to so much 

of that amount as equals amount C. 

(4) Where section 27 above applies by virtue of section 27(2) and this 
section applies, then, as regards the accounting period — 

(a) if amount C does not exceed amount A section 27(3) to (6) shall 

10 not apply; 

(b) if amount C exceeds amount A the references to the relievable 

amount in section 27(3) to (14) shall be construed as references 
to so much of that amount as equals amount C minus amount A, 



29. — (1) Section 27(4) above shall apply before section 393A(1) of the 
15 Taxes Act 1988 in relation to profits of the accounting period first 
mentioned in section 27(4) above. 

(2) Relief shall not be given under section 27(4) above against any ring 
fence profits of the company; and in this subsection “ring fence profits” 
has the same meaning as in Chapter V of Part XII of the Taxes Act 1988. 

20 (3) Where the company incurs a loss in a trade in the accounting period 

first mentioned in subsection (7) of section 27 above, that subsection 
shall apply after section 393A(1) of the Taxes Act 1988 in relation to 
exchange profits of a particular accounting period. 

(4) Relief shall not be given by virtue of section 27(7) above so as to 
25 interfere with — 

(a) any relief under section 338 of the Taxes Act 1988 (charges on 

income) in respect of payments made wholly and exclusively for 
the purposes of a trade, or 

(b) where the company is an investment company for the purposes of 

P^rt IV of the Taxes Act 1988, any relief under that section in 
respect of payments made wholly and exclusively for the 
purposes of its business. 

(5) The reference in subsection (3) above to exchange profits of an 

accounting period shall be construed in accordance with section 27(10) 
35 above. 



Alternative calculation 

30. Schedule 1 to this Act (which provides for the amount of an initial 
exchange gain or loss to be found in accordance with an alternative 
method of calculation in certain cases) shall have effect. 



Main benefit test 
31. — (1) In a case where — 

(a) an exchange loss would (apart from this section) accrue to a 
company for an accrual period. 
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Pak'I' n (b) the loss would accrue as regards an asset or liability falling 

CiiAiTER I within section 49(1 )(a) or (2)(a) below, and 

(c) the nominal currency of the asset or liability is such that the main 
benefit or one of the main benefits that might be expected to 
arise from the company’s holding the asset or owing the liability 
is the accrual of the loss, 

the loss shall be treated as not accruing. 

(2) References in subsection (1) above to an exchange loss are to an 
exchange loss of a trade or a non-trading exchange loss. 

Arm’s length test 

Arm’s length test: 32. — (1) Subject to the provisions of this section, subsection (2) below 

assets and applies where — 

liabilities. ^ qualifying company becomes entitled to a qualifying asset 

falling within section 49(l)(a) below or subject to a qualifying 
liability falling within section 49(2)(a) below, 

(b) the transaction as a result of which the company becomes entitled 

or subject to the asset or liability would not have been entered 
into at all if the parties to the transaction had been dealing at 
arm’s length, or the transaction’s terms would have been 
different if they had been so dealing, and 

(c) as regards the asset or liability an exchange loss accrues to the 

company for an accrual period (or would so accrue apart from 
this section); 

and any reference in this section to an exchange loss is to an exchange 
loss of a trade or a non-trading exchange loss. 

(2) The exchange loss shall be treated as not accruing to the company 
for the accrual period. 

(3) Wliere subsection (2) above applies and the accrual period is not 

the last to occur as regards the asset or liability while it is held or owed by 
the company — < 

(a) an amount equal to the amount of the loss shall be set off against 

appropriate exchange gains accruing to the company as regards 
the asset or liability for subsequent accrual periods, and 

(b) any such gain shall then be treated as reduced by that amount or 

by so much of it as cannot be set off under this subsection 
against any such gain accruing for an earlier accrual period; 

and an appropriate exchange gain is an exchange gain of the trade 
concerned (if the exchange loss is an exchange loss of a trade) or a non- 
trading exchange gain (if the exchange loss is a non-trading exchange 

loss). 

(4) Subsection (5) below applies where the circumstances are such that, 
had the parties to the transaction been dealing at arm’s length, its terms 
would have been the same except that the amount of the debt would have 
been an amount (the adjusted amount) greater than nil but less than its 

actual amount. 

(5) In such a case — 

(a) subsection (2) above shall not apply, and 
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fb) the exchange loss accruing to the company tor the accrual period 
shall be treated as reduced to the amount it would have been il 
the amount of the debt had been the adjusted amount. 

(6) Where subsection (5) above applies and the accrutil period is not 
5 the last to occur as regards the asset or liability while it is held or owed by 
the company — 

(a) an amount equal to the amount by which the loss is treated as 

reduced shall be set off against appropriate exch^ge gains 
accruing to the company as regards the asset or liability for 
10 subsequent accrual periods, and 

(b) any such gain shaU then be treated as reduced by that amount or 

by so much of it as cannot be set off under this subsection 
against any such gain accruing for an earlier accrual period; 

and an appropriate exchange gain is an exchange gain of the trade 
15 concerned (if the exchange loss is an exchange loss of a trade) or a non- 
trading exchange gain (if the exchange loss is a non-trading exchange 
loss). 



(7) Subsection (2) above shall not apply in a case where — 

(a) the right constituting the asset mentioned in subsection (1) above 

20 arises under a loan made by the company, 

(b) the circumstances are such that, had the parties to the transaction 

been dealing at arm’s length, its terms would have been the 
same except that interest would have been charged on the loan 
or, as the case may be, charged at a higher rate, and 

25 (c) in computing for tax purposes the profits or losses of the company 

for the accounting period which constitutes the accrual period or 
in which the accrual period falls the whole of the loan has been 
treated under section 770 of the Taxes Act 1988 (undervalue or 
overvalue) as if interest had been charged on it or, as the case 
30 may be, charged at a higher rate. 



(8) Subsection (9) below applies where — 

(a) paragraphs (a) and (b) of subsection (7) above apply, and 

(b) in computing for tax purposes the profits or losses of the 

cotnpany for the accounting period which constitutes the accrual 
period or in which the accrual period falls part of the loan has 
been treated under section 770 of the Taxes Act 1988 as if 
interest had been charged on it or, as the case may be, charged at a 
higher rate; 

and in subsection (9) below the reference to the adjusted amount Is to an 
40 amount equal to the part of the loan that has been so treated. 



45 



50 



(9) In such a case — 



(a) subsection (2) above shall not apply, and 

(b) the exchange loss accruing to the company for the accrual period 

shall be treated as reduced to the amount it would have been if 
the amount of the loan had been the adjusted amount. 



f-h subsection (9) above applies and the accrual period is i 

the last to occur as regards the asset or liability while it is held or owed 
the company — 



(a) an amount equal to the amount by which the loss is treated as 
re uce shall be set oif against appropriate exchange gains 
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accruing to ihc company as regards the asset or liability lor 
subsequent accrual periods, and 

(b) any such gain shall then be treated as reduced by that amount or 
by so much of it as cannot be set off under this subsection 
against any such gain accruing for an earlier accrual period; 5 

and an appropriate exchange gain is an exchange gain of the trade 
concerned (if the exchange loss is an exchange loss of a trade) or a non- 
trading exchange gain (if the exchange loss is a non-trading exchange 
loss), 

(11) Subsections (2) to (10) above shall not apply where — 10 

(a) the transaction is entered into by the company mentioned in 

subsection (1) above (company A) and another company 
(company B), 

(b) the companies are members of the same group when the 

transaction is entered into and throughout the accounting period 15 
which constitutes the accrual period mentioned in subsection (1) 
above or in which the accrual period falls, 

(c) as a result of the transaction, not only does company A become 

entitled or subject to the asset or. liability falling within section 
49(1 )(a) or (2)(a) below but company B iso becomes subject or 20 
entitled to the corresponding liability or asset (as the case may 
be) falling within section 49(2)(a) or (l)(a) below, 

(d) as regards that liability or asset an appropriate exchange gain 

accrues to company B for an accrual period coterminous with 
that mentioned in subsection (1) above, 25 

(e) throughout the accrual period concerned company A holds or 

owes the asset or liability either for the purposes of one trade or 
for non-trading purposes, 

(f) throughout the accrual period concerned company B owes or 

holds the liability or asset either for the purposes of one trade or 30 
for non-trading purposes, and 

(g) amount X is the same as amount Y. 


1992 C.12. 


(12) For the purposes of subsection (11) above — 

(a) an appropriate exchange gain is an exchange gain of a trade or a 

non-trading exchange gain found (in either case) in the currency 35 
in which the exchange loss mentioned in subsection (1) above is 
found; 

(b) amount X is the amount of the exchange loss mentioned in 

subsection (1) above; 

(c) amount Y is the amount of the exchange gain mentioned in 40 

subsection (ll)(d) above, found without regard to section 35 
below; 

(d) companies are members of the same group if by virtue of section 

170 of the Taxation of Chargeable Gains Act 1992 they are 
members of the same group for the purposes of sections 171 to 45 
181 of that Act. 

(13) Where the exchange loss mentioned in subsection (1) above 
represents the whole or part of an initial exchange loss accruing under 
section 23 above, this section shall have effect as if subsections (4) to 
(12) were omitted. 
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(14) In applying subsections (I)(b), (4) and (7)(b) above all factors 
shall be taken into account including any interest or other sums that 
would have been payable, any currency that would have been involved, 
and the amount that any loan would have been. 



33. — (1) This section applies where — 

(a) a qualifying company enters into a currency contract, 

(b) the contract would not have been entered into at all if the parties to 

it had been dealing at arm’s length, or the contract’s terms 
would have been different if they had been so dealing, and 

(c) as regards the contract an exchange loss accrues to the company 

for an accrual period (or would so accrue apart from this 
section); 

and any reference in this section to an exchange loss is to an exchange 
loss of a trade ora non-trading exchange loss. 

(2) The exchange loss shall be treated as not accruing to the company 
for the accrual period. 

(3) Where subsection (2) above applies and the accrual period is not 
the last to occur as regards the contract while it is held by the company — 

(a) an amount equal to the amount of the loss shall be set off against 

appropriate exchange gains accruing to the company as regards 
the contract for subsequent accrual periods, and 

(b) any such gain shall then be treated as reduced by that amount or 

by so much of it as cannot be set off under this subsection 
against any such gain accruing for an earlier accrual period; 

and an appropriate exchange gain is an exchange gain of the trade 
concerned (if the exchange loss is an exchange loss of a trade) or a non- 
trading exchange gain (if the exchange loss is a non-trading exchange 
loss). 

(4) In applying subsection (l)(b) above all factors shall be taken into 
account including any currency that would have been involved and any 
amounts that would have been involved. 

34. — (1) Subsection (2) below applies where — 

(a) an exchange gain of a trade accruing to a company for an accrual 

period falls to be reduced by virtue of section 32(3), (6) or ( 10) or 
33(3) above, and 

(b) the amount falling to be set off is expressed in a currency (the 

first currency) different from the currency in which the gain is 
expressed (the second currency). 

(2) For the purposes of section 32(3), (6) or (10) or 33(3) the amount 
falling to be set off shall be treated as the equivalent, expressed in the 
second currency, of the amount expressed in the first currency. 

(3) The translation required by subsection (2) above shall be made by 
reference to the London closing exchange rate for the two currencies 
concerned for the first day of the accounting period which constitutes the 
relevant accrual period or in which that accrual period falls; and the 
relevant accrual period is the accrual period mentioned in subsection 
(l)(a) above. 
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(4) Subsection (2) above shall have effect subject to the application for 
succeeding accrual periods of this section as regards an amount falling to 
be set off. 

(5) References in subsections (1) and (2) above to the amount falling to 

be set off include references to so much of that amount as remains after 5 
any application of section 32(3), (6) or (10) or 33(3) for earlier accrual 
periods. 


Claim to defer 
unrealised gains. 


Deferral of unrealised gains 

35. — (1) This section applies where (apart from a claim under this 
section as regards an accounting period) an unrealised exchange gain 10 
would accrue to a company — 

(a) for an accrual period constituting or falling within the accounting 

period, and 

(b) as regards a long-term capital asset or a long-term capital 

liability; 15 

and the reference here to an exchange gain is to an exchange gain of a 
trade or a non-trading exchange gain. 

(2) This section does not apply unless an amount is available for relief 
under this section for the accounting period. 

(3) The company may claim that — 20 

(a) the gain, or part of it, shall be treated in accordance with section 

36(3) below, and 

(b) an amount shall be treated in accordance with section 36(4) to (8) 

below as regards the asset or liability. 

(4) The claim must — 25 

(a) stipulate the amount of the gain or part to be treated as mentioned in 

subsection (3)(a) above; 

(b) stipulate the amount to be treated as mentioned in subsection 

(3) (b) above; 

(c) identify the asset or liability concerned. 30 

(5) The following rules shall apply to a claim — 

(a) only one claim may be made as regards an accounting period, but 

where this section applies in relation to two or more gains which 
would accrue to a company for an accrual period or accrual 
periods constituting or falling within the accounting period the 35 
claim may be made in relation to more than one of the gains; 

(b) the amount stipulated under subsection (4)(b) above as regards an 

asset or liability must be the same as, and must be expressed in 
the same currency as, the amount of the gain or part stipulated 
under subsection (4)(a) above as regards the asset or liability; 40 

(c) the amount (or total of the amounts) stipulated under subsection 

(4) (a) above as regards an accounting period must not exceed the 
amount available for relief under this section for the accounting 
period; 

(d) the claim must be made before the end of the period of six years 45 

beginning with the end of the accounting period to which the 
claim relates. 
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36. — (1) This section applies where a claim is made under section 35 
above as regards an asset or liability. 

(2) For the purposes of this section — 

(a) the first accrual period is the accrual period mentioned in section 

5 35(1) above, and 

(b) the second accrual period is the accrual period next occurring as 

regards the asset or liability while it is held or owed by the 
company. 
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(3) Any gain or part whose amount is stipulated under section 35(4)(a) 
10 above as regards the asset or liability shall be treated as not accruing as 
regards the asset or liability for the first accrual period. 



(4) If throughout the second accrual period the asset is held, or the 
liability is owed, by the company solely for the purposes of a trade — 

(a) an exchange gain of the trade for the accrual period shall be 

15 treated as accruing to the company as regards the asset or 

liability, 

(b) the amount of the gain shall be the amount stipulated under 

section 35(4)(b) above as regards the asset or liability, and 

(c) . section 24(4) above shall apply. 

20 (5) If throughout the second accrual period the asset is held, or the 

liability is owed, by the company solely for purposes other than trading 
purposes — 

(a) a non-trading exchange gain for the accrual period shall be treated 

as accruing to the company as regards the asset or liability, 

25 (b) the amount of the gain shall be the amount stipulated under 

section 35(4)(b) above as regards the asset or liability, and 

(c) section 25(2) above shall apply. 

(6) Where as regards the second accrual period neither subsection (4) 
nor subsection (5) above applies — 

30 (a) the amount stipulated under section 35(4)(b) above as regards the 

asset or liability shall be apportioned for the period on a just and 
reasonable basis, and 

(b) subsections (7) and (8) below shall apply. 

(7) Where for the second accrual period part of an amount is attributed 
35 to a trade under subsection (6) above — 

(a) an exchange gain of the trade for the accrual period shall be 

treated as accruing to the company as regards the asset or 
liability, 

(b) the amount of the gain shall be the amount of the part so 

40 attributed, and 

(c) section 24(4) above shall apply. 

(8) Where for the second accrual period part of an amount is attributed 
to puiposes other than trading purposes under subsection (6) above — 

(a) a non-trading exchange gain for the accrual period shall be treated 
45 as accruing to the company as regards the asset or liability. 
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(b) the amount of the gain shall be the amount of the part so 

attributed, and 

(c) section 25(2) above shall apply. 

(9) Subsections (4) to (8) above shall have effect subject to any further 
application of section 35 above as regards the asset or liability. 5 


Deferral: amount 
available for 
relief. 


37. — (1) An amount is available for relief under section 35 above for 
an accounting period if amount A is exceeded by amount B or (if amount C 
is lower than amount B) amount A is exceeded by amount C; and the 
amount available for relief for the period is the amount of the difference 
between amount A and amount B or (as the case may be) between amount A 10 
and amount C. 

(2) Amount A is one tenth of the amount falling within subsection (3) 
below. 

(3) The amount falling within this subsection is an amount equal to the 
amount of the company’s profits for the accounting period on which 15 
corporation tax would fall finally to be borne apart from — 

(a) a claim under section 35 above as regards the accounting period, 

and 

(b) section 402 of the Taxes Act 1988 (group relief); 

and section 238(4) of the Taxes Act 1988 (amount of profits on which 20 
corporation tax falls finally to be borne) shall apply for the purposes of 
this subsection. 

(4) Amount B is the amount found by deducting amount B (2) from 
amount B(l) where — 

(a) amount B(l) is the total amount of unrealised exchange gains 25 

which accrue or would (apart from a claim under section 35 
above as regards the accounting period) accrue to the company, 
in an accrual period or accrual periods constituting or falling 
within the accounting period, as regards long-term capital assets 
or long-term capital liabilities or both; / 30 

(b) amount B(2) is the total amount of unrealised exchange losses 

accruing to the company in such an accrual period or accrual 
.. periods as regards such assets or liabilities or both. 

(5) Amount C is the amount found by deducting amount C(2) from 
amount C(l) where — 

(a) amount C(l) is the total amount of exchange gains which accrue 

or would (apart from a claim under section 35 above as regards 
the accounting period) accrue to the company, in an accrual 
period or accrual periods falling within the accounting period, as 
regards relevant items; 

(b) amount C(2) is the total amount of exchange losses aceming to 

the company in such an accrual period or periods as regards 

relevant items. 

(6) In subsections (4) and (5) above the references to exchange gains 
and losses are to exchange gains and losses of a trade and non-trading 45 
exchange gains and losses. 
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(7) For the purposes of subsection (5) above relevant items are — 

(a) assets Tailing within section 49(1 )(a) below; 

(b) liabilities falling within section 49(2)(a) below; 

(c) currency contracts. 

5 38. — (1) Where apart from this subsection — 

(a) a gain falling within section 35(1) above would be expressed in a 

currency other than sterling, or 

(b) a gain or loss falling within section 37(4) or (5) above would be 

expressed in a currency other than sterling, 

10 the amount of the gain or loss shall be treated for the purposes of sections 35 
to 37 above as the sterling equivalent of its amount expressed in the other 
currency. 

(2) For the purposes of subsection (1) above the sterling equivalent of 
an amount is the sterling equivalent calculated by reference to such rate 

15 of exchange as applies by virtue of section 71(8) below in the case of the 
basic profits or losses for the accounting period concerned of the trade of 
which the gain or loss is a gain or loss (or would be apart from section 35 
above). 

(3) Subsection (4) below applies where — 

20 (a) part of an exchange gain of a trade is treated as not aceming to a 

company for an accrual period by virtue of section 36(3) above, 
and 

(b) the local currency of the trade for the accounting period which 
constitutes the accmal period or in which it falls is a currency 
25 other than sterling. 

(4) The amount the company is treated as receiving under section 24(4) 
above in respect of the accounting period and by virtue of the gain (as 
reduced) shall be taken into account after the basic profits or losses of the 
trade for the accounting period are found in sterling for the purposes of 

30 corporation tax. 

(5) In a case where — 

(a) an exchange gain of a trade for an accrual period is treated as 

accruing to a company under section 36 above, and 

(b) the local currency of the trade for the accounting period which 

35 constitutes the accrual period or in which it falls is a currency 

other than sterling, 

the amount of the gain shall be treated as the local currency equivalent of 
its amount expressed in sterling. 

(6) The translation required by subsection (5) above shall be made by 
40 reference to the London closing exchange rate for the two currencies 

concerned for the last day of the accrual period mentioned in subsection 
(5) above. 

39. — (1) For the purposes of sections 35 and 37 above and this section 
an exchange gain or loss is unrealised if the asset or liability concerned is 
45 held or owed by the company at the end of the accrual period concerned. 
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(2) In a case where — 

(a) an unrealised exchange gain would accrue as mentioned in 

section 35(1) above, 

(b) the gain represents the whole or part of an initial exchange gain 

accruing under section 23 above, and 5 

(c) the whole or part of the unrealised exchange gain is attributable to 

any part by which the nominal amount of the debt has decreased, 

the company may not claim under section 35 above as regards so much of 
the unrealised exchange gain as is so attributable. 

(3) In applying subsection (2)(c) above the gain shall be apportioned 10 
on a just and reasonable basis, 

(4) For the purposes of sections 35 and 37 above an asset or liability is a 
long-term capiti asset or liability if the following conditions are 
fulfilled—- 

(a) the asset or liability falls within section 49(l)(a) or (2)(a) below, 15 

(b) the debt under which it subsists is such that, under the terms as 

originally entered into, the time for settlement is not less than 
one year from the time when the debt was created, and 

(c) the asset or liability represents capital throughout the accounting 

period mentioned in section 35(1) above; 20 

and the time for settlement is the earliest time at which the creditor can 
require settlement if he exercises all available options and rights. 

(5) Regulations may — 

(a) make provision modifying the effect of sections 35 to 38 above 

and the preceding provisions of this section in a case where the 25 
debt under which a long-term capital asset or liability subsists is 
settled and replaced to any extent by another debt under which 
(or other debts under each of which) such an asset or liability 
subsists; 

(b) make provision modifying the effect of sections 35 to <38 above 30 

and the preceding provisions of this section in a case where a 
group of companies is involved; 

(c) provide that the amount falling within section 37(3) above shall 

be treated as reduced in accordance with prescribed rules; 

and any provision under paragraph (a) above may include provision that 35 
realised gains or losses are to be treated as wholly or partly unrealised. 



Irrecoverable debts 
40. — (1) In a case where — 

(a) a qualifying company holds an asset consisting of a right to 

settlement under a qualifying debt or owes a liability consisting 40 
of a duty to settle under such a debt, and 

(b) the inspector is satisfied, as regards any accounting period of the 

company, that all of the nominal amount of the debt outstanding 
at the end of the period could at that time reasonably have been 
regarded as irrecoverable, 

the company shall be treated for the purposes of this Chapter as if at the 
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end of that accounting period it ceased to be entitled to the asset or 
subject to the liability. 

(2) Subsection (3) below applies in a case where — 

(a) paragraph (a) of subsection (1) above applies, and 

5 (b) the inspector is satisfied, as regards any accounting period of the 

company, that part of the nominal amount of the debt 
outstanding at the end of the period could at that time 
reasonably have been regarded as irrecoverable. 

(3) The company shall be treated for the purposes of this Chapter as 

10 if— 

(a) at the beginning of the accounting period next following the 

accounting period mentioned in subsection (2) above there were a 
decrease in the nominal amount of the debt outstanding, and 

(b) the decrease were of an amount equal to so much of the nominal 

15 amount of the debt as was outstanding at the end of the 

accounting period mentioned in subsection (2) above and in the 
opinion of the inspector could at that time reasonably have been 
regarded as irrecoverable. 

41. — (1) Subsection (2) below applies where — 

20 (a) a company has been treated as mentioned in section 40(1) above 

as regards a debt, 

(b) at the end of an accounting period (the later accounting period) 
falling after the one mentioned in section 40(l)(b) above all or 
part of the debt is actually outstanding, and 

25 (c) the inspector is satisfied that all or part of the amount outstanding at 

the end of the later accounting period could at that time 
reasonably have been regarded as recoverable. 

(2) The company shall be treated for the purposes of this Chapter as 
if — 

30 (a) at the beginning of the accounting period next following the later 

accounting period it had become entitled to an asset consisting 
of a right to settlement under the debt or (as the case may be) 
subject to a liability consisting of a duty to settle under the debt, 
and 

35 (b) the nominal amount of the debt, at the time the company became 

entitled or subject to the asset or liability, were an amount equal 
to so much of the debt as was outstanding at the end of the later 
accounting period and in the opinion of the inspector could at 
that time reasonably have been regarded as recoverable. 

40 (3) Subsections (4) and (5) below apply where — 

(a) a company has been treated as mentioned in section 40(3) above 

as regards a debt, or 

(b) a company has been treated as mentioned in subsection (2) above 

as regards a debt by virtue of the fact that in the opinion of the 

45 inspector part of the debt could, at the end of the later 

accounting period, reasonably have been regarded as 
recoverable. 
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(4) In a case where — 

(a) at the end of a relevant accounting period ail or part of the debt is 

actually outstanding, 

(b) the inspector is satislied that all or part of the amount actually 

outstanding at the end of the relevant accounting period could at 5 
that time reasonably have been regarded as recoverable, and 

(c) the recoverable amount exceeds the amount which (talcing into 

account section 40(3) above, subsection (2) above and any 
previous application of this subsection) is the nominal amount 
of the debt outstanding, 10 

the company shall be treated for the purposes of this Chapter as if, at the 
beginning of the accounting period next following the relevant 
accounting period, there were an increase in the nominal amount of the 
debt outstanding and the increase were of an amount equal to the excess 
mentioned in paragraph (c) above. 15 

(5) For the purposes of subsection (4) above — 

(a) a relevant accounting period is an accounting period falling after 

the accounting period mentioned in section 40(2)(b) above or (as 
the case may be) after the later accounting period mentioned in 
subsection (l)(b) above; 20 

(b) the recoverable amount is an amount equal to so much of the debt as 

was outstanding at the end of the relevant accounting period and 
in the opinion of the inspector could at that time reasonably 
have been regarded as recoverable. 



Currency contracts: special cases 25 

42. — (1) This section applies where — 

(a) a qualifying company ceases to be entitled to rights and subject to 

duties under a currency contract, and 

(b) at the time it so ceases it has neither received nor made payment of 

any currency in pursuance of the contract. , 30 

(2) If the company has a net contractual gain of a trade it shall be 
treated for the purposes of the Tax Acts as — 

(a) incurring in the trade a loss of an amount equal to that gain, and 

(b) incurring the loss in respect of the last relevant accounting 

period. 35 

(3) If the company has a net contractual loss of a trade it shall be 
treated for the purposes of the Tax Acts as — 

fa) receiving in respect of the trade an amount equal to that loss, and 

(b) receiving the amount in respect of the last relevant accounting 
period. 40 

(4) If the company has a net contractual non-trading gain — 

(a) it shall be treated as incurring by virtue of section 25 above a loss of 

an amount equal to the amount of that gain, 

(b) it shall be treated as incurring the loss in the last relevant 

accounting period, and 45 
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(c) in relation to that accounting period relcrences to amount B shall 
be construed accordingly. 

(5) If the company has a net contractual non-trading loss — 

(a) it shall be treated as receiving by virtue of section 25 above an 

5 amount equal to the amount of that loss, 

(b) it shall be treated as receiving the amount in the last relevant 

accounting period, and 

(c) in relation to that accounting period references to amount A shall 

be construed accordingly. 

10 (6) For the purposes of this section — 

(a) the termination time is the time mentioned in subsection (l)(b) 

above; 

(b) the last relevant accounting period is the company’s accounting 

period in which the termination time falls; 

15 (c) the relevant accounting periods are that accounting period and the 

company’s accounting periods preceding it. 

(7) This is how to find out whether the company has a net contractual 
gain or loss of a trade and (if it has) its amount — 

(a) take the aggregate of the amounts (if any) the company is treated 

20 as receiving under section 24(4) above in respect of the trade 

and the contract and the relevant accounting periods; 

(b) take the aggregate of the amounts (if any) of the losses the 

company is treated as incurring under section 24(8) above in the 
trade and in respect of the contract and the relevant accounting 
25 periods; 

(c) if the amount found under paragraph (a) above exceeds that found 

under paragraph (b) above the company has a net contractual 
gain of the trade of an amount equal to the excess; 

(d) if the amount found under paragraph (b) above exceeds that found 

30 under paragraph (a) above the company has a net contractual 

loss of the trade of an amount equal to the excess; 

and in applying paragraphs (a) and (b) above ignore the effect of 
subsections (2) and (3) above. 

(8) This is how to find out whether the company has a net contractual 
35 non-trading gain or loss and (if it has) its amount — 

(a) take the aggregate of the amounts (if any) the company is treated 

as receiving under section 25(2) above in respect of the contract 
in the relevant accounting periods; 

(b) take the aggregate of the amounts (if any) of the losses the 

40 company is treated as incurring under section 25(4) above in 

respect of the contract in the relevant accounting periods; 

(c) if the amount found under paragraph (a) above exceeds that found 

under paragraph (b) above the company has a net contractual 
non-trading gain of an amount equal to the excess; 

45 (d) if the amount found under paragraph (b) above exceeds that found 

under paragraph (a) above the company has a net contractual 
non-trading loss of an amount equal to the excess; 

and in applying paragraphs (a) and (b) above ignore the effect of 
subsections (4) and (5) above. 
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(9) Where any amount or loss llic company is treated as receiving or 
incurring as mentioned in subsection (7)(a) or (b) above would (apart 
from this subsection) be expressed in a currency other than the local 
currency of the trade for tlie last relevant accounting period, it shall be 
treated for the purposes of this section as being the local currency 5 
equivalent of the amount or loss expressed in that other currency. 

(10) For the purposes of subsection (9) above the local currency 
equivalent of an amount is the equivalent — 

(a) expressed in the local currency of the trade for the last relevant 

accounting period, and 10 

(b) calculated by reference to the London closing exchange rate for 

the day in which the termination time falls, 

(1 1) Subsection (12) below applies where — 

(a) the company has (apart from that subsection) a net contractual 

gain or loss of a trade, and 15 

(b) the trade concerned has ceased before the termination time. 

(12) In such a case the company shall be treated for the purposes of 
this section as if — 

(a) it did not have the net contractual gain or loss of the trade, and 

(b) it had a net contractual non-trading gain or loss (as the case may 20 

be) equal to the amount which would have been the amount of 
the net contractual gain or loss of the trade apart from paragraph 
(a) above. 

(13) Where any amount found under subsection (12)(b) above would 
(apart from this subsection) be expressed in a currency other than 25 
sterling, it shall be treated for the purposes of this section as being the 
sterling equivalent of the amount expressed in that other currency; and 
any translation required by this subsection shall be made by reference to 
the London closing exchange rate for the currencies concerned for the day 

in which the termination time falls. 30 

43. — (1) This section applies where — 

(a) a qualifying company enters into a currency contract (the first 

contract), and 

(b) the company closes out that contract by entering into another 

currency contract (the second contract) with rights and duties 35 
which are reciprocal to those under the first contract, 

(2) For the purposes of this Chapter the company shall be treated as 
ceasing, at the time it enters into the second contract, to be entitled to 
rights and subject to duties under the first contract, without having 
received or made payment of any currency in pursuance of the first 40 
contract. 

(3) For the purposes of this Chapter the second contract shall be 
ignored (except in applying the preceding provisions of this section). 



Excess gains or losses 

44. — (1) Regulations may provide that where prescribed conditions are 45 
fulfilled as regards an asset or liability relief from tax shall be afforded in 
respect of it; and subsections (2) to (4) below shall apply for the purposes of 
the regulations. 
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(2) The prescribed conditions must be or include ones that are met 
where it can reasonably be said that — 

(a) a loss other than an exchange loss has accrued to a qualifying 

company as regards the asset or liability and no relief from tax is 
available under the Tax Acts in respect of the loss, and 

(b) exchange gains have accrued to the company as regards the asset 

or liability without being matched (or fully matched) by 
exchange losses accruing to the company as regards the asset or 
liability. 

(3) The relief shall lake such form as is prescribed and shall be such 
that the amount relieved does not exceed the amount of the unmatched 
gains. 

(4) The regulations may provide that if the loss mentioned in 
subsection (2)(a) above is made good to any extent the relief afforded by 
the regulations shall be cancelled (to the extent prescribed) by an 
assessment to tax. 

(5) Regulations may provide that where prescribed conditions are 
fulfilled as regards an asset or liability a charge to tax shall be imposed in 
respect of it; and subsections (6) and (7) below shall apply for the 
purposes of the regulations. 

(6) The prescribed conditions must be or include ones that are met 
where it can reasonably be said that — 

(a) a gain other than an exchange gain has accrued to a qualifying 

company as regards the asset or liability and no charge to tax is 
imposed under the Tax Acts in respect of the gain, and 

(b) exchange losses have accrued to the company as regards the asset 

or liability without being matched (or fully matched) by 
exchange gains accruing to the company as regards the asset or 
liability. 

(7) The charge shall take such form as is prescribed and shall be such 
that the amount charged does not exceed the amount of the unmatched 
losses. 

(8) Regulations under this section may include provision that the 
relief — 

(a) is subject to a claim being made; 

(b) is not available in prescribed circumstances. 

(9) Where (apart from this subsection) an exchange gain or loss would 
be expressed in a currency other than sterling, the amount of the gain or 
loss shall be treated for the purposes of this section as the sterling 
equivalent of its amount expressed in the other currency. 

(10) The translation required by subsection (9) above shall be made by 
reference to the London closing exchange rate for the two currencies 
concerned for the last day of the accrual period for which the gain or loss 
accrues. 

(1 1) In this section — 

(a) references to an exchange gain are to an exchange gain of a trade or 

a non-trading exchange gain; 

(b) references to an exchange loss are to an exchange loss ofa trade or a 

non-trading exchange loss. 
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Local currency to he used 

45. — (1) Subject to the following provi.sions of this .section, the local 
currency for the purposes of sections 21 to 23 above is sterling. 

(2) Subsections (4) to (6) below apply where — 

(a) at any time in an accrual period an asset or contract was held, or a 5 

liability was owed, by a qualifying company for the purposes of a 
trade or trades carried on by it, and 

(b) the local currency of any such trade for the relevant accounting 

period is a currency other than sterling. 

(3) References in this section to the relevant accounting period are to 10 
the accounting period which constitutes the accrual period or in which the 
accrual period falls. 

(4) If throughout the accrual period the asset or contract was held, or 
the liability was owed, by the company solely for trading purposes and 
only one local currency is involved, sections 21 to 24 above shall be 15 
applied by reference to that currency. 

(5) If throughout the accrual period the asset or contract was held, or 
the liability was owed, by the company solely for trading purposes and 
more than one local currency is involved, sections 21 to 24 above shall be 
applied separately by reference to each local currency involved and any 20 
exchange gain or loss of a trade shall be ignored unless found in the 
currency which is the local currency of the trade for the relevant 
accounting period. 

(6) In any other case — 

(a) sections 21 to 24 above shall be applied by reference to sterling 25 

and sections 25 to 29 above shall be applied to any non-trading 
exchange gain or loss; 

(b) sections 21 to 24 above shMl then be applied separately by 

reference to each local currency involved and any exchange gain 
or loss of a trade shall be ignored unless found in the currency 30 
which is the local currency of the trade for th& relevant 
accounting period. 

Exchange rate to be used 

46 . ( 1 ) This section has effect to determine the exchange rate to be 

used in finding for the purposes of this Chapter the local currency 35 
equivalent at a translation time of— 

(a) the basic valuation of an asset or liability, 

(b) the nominal amount of a debt outstanding, or 

(c) an amount of currency. 

(2) References in this section to the two currencies are to 40 

(a) the local currency and the nominal currency of the asset or 

.liability concerned (where this section applies by virtue of 
subsection (l)(a) or(l)(b) above), or 

(b) the local currency and the currency mentioned in subsection 

(l)(c) above (where this section applies by virtue of subsection 45 

(l)(c) above). 
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(3) Rclcrcnccs in iliis section to an arin’s length rale arc to such 
exchange rate lor the two currencies as might reasonably be expected to 
be agreed between persons dealing at ami’s length. 

(4) Where the translation time is a translation time solely by virtue of 
5 an accounting period of the company coming to an end, then — 

(a) if an exchange rate for the two currencies is used in the accounts of 

the company at that time and is an arm’s length rate, that is the 
exchange rate to be used; 

(b) in any other case, the London closing exchange rate for the two 

to currencies for the day in which the translation time falls is the 

exchange rate to be used. 

(5) Subsections (6) to (10) below apply where the translation time is a 
translation time otherwise than solely by virtue of an accounting period 
of the company coming to an end. 

15 (6) In a case where — 

(a) an exchange rate for the two currencies is used in the accounts of 

the company at the translation time, 

(b) the rate represents the average of arm’s length rates for all the 

days falling within a period, and 

20 (c) none of those arm’s length rates is significantly different from 

another, 

that is the exchange rate to be used. 

(7) In a case where — 

(a) subsection (6) above does not apply, 

25 (b) an exchange rate for the two currencies is used in the accounts of 

the company at the translation time, and 

(c) the rate is an arm’s length rate, 
that is the exchange rate to be used, 

(8) In a case where — 

30 (a) neither subsection (6) nor subsection (7) above applies, 

(b) it is the company’s nonnal practice, when using an exchange rate 

in its accounts, to use a rate which represents an average of 
exchange rates obtaining for a period, and 

(c) the London closing exchange rate for the two currencies for any 

35 day falling within the relevant period is not significantly 

different from the London closing exchange rate for the 
currencies for any other such day, 

the rate which represents the average of the London closing exchange 
rates for the currencies for all the days falling within the relevant period is 
40 the exchange rate to be used. 

(9) In a case where none of subsections (6) to (8) above applies, the 
London closing exchange rate for the day in which the translation time 
falls is the exchange rate to be used. 

(10) References in subsection (8) above to the relevant period are to 
45 the period which — 

(a) begins when the relevant accounting period begins, and 
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(b) ends at ilic end of llic day in which ihe translation lime falls; 

and the relevant accounting period is the accounting period in which the 
translation lime falls. 



47. — (1) Subsection (2) below has effect to determine the exchange 
rate to be used in finding for the purposes of this Chapter the local 5 
currency equivalent, at a time immediately after the nominal amount of a 
debt outstanding increases or decreases, of the amount by which it then 
increases or decreases. 

(2) Subsections (6) to (10) of section 46 above shall apply for that 

purpose, but in so applying them — 10 

(a) references to the translation time shall be construed as references 

to the time mentioned in subsection (1) above; 

(b) references to the two currencies shall be construed as references 

to the local currency and the relevant nominal currency. 

(3) The reference in subsection (2) above to the relevant nominal 15 
currency is to the nominal currency of the asset consisting of the right to 
settlement under the debt or (as the case may be) the liability consisting of 
the duty to settle under the debt. 



Interpretation: companies 

48. — (1) Subject to the following provisions of this section, any 20 
company is a qualifying company. 

(2) A company established for charitable purposes only is not a 
qualifying company. 

(3) Where a unit trust scheme is an authorised unit trust as respects an 
accounting period the trustees (who are deemed, to be a company for 25 
certain purposes by section 468(1) of the Taxes Act 1988) are- not a 
qualifying company as regards that period. 

(4) A company which is approved for the purposes of section 842 of 

the Taxes Act 1988 (investment trusts) for an accounting period is not a 
qualifying company as regards that period. 30 

(5) In this section — 

“unit trust scheme” has the same meaning as in section 469 of the 
Taxes Act 1988; 

“authorised unit trust” has the same meaning as in section 468 of that 
Act. 35 



Interpretation: assets, liabilities and contracts 

49. — (1) As regards a qualifying company, each of the following is a 
qualifying asset — 

(a) a right to settlement under a qualifying debt (whether or not the 

debt is a debt on a security); 40 

(b) a unit of currency; 

(c) a share held in qualifying circumstances; 

but paragraph (a) above shall have effect subject to subsections (3) and 

(4) below. 
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(2) As regards a qualifying company, each of the following is a 
qualifying liability — 

(a) a duty to settle under a qualifying debt (whether or not the debt is a 
debt on a security); 

5 (b) a liability that takes the form of a provision made by the company in 

respect of a duty to which it may become subject and which (if it 
were to become subject to it) would be a duty to settle under a 
qualifying debt; 

but paragraphs (a) and (b) above shall have effect subject to subsections 

10 (5) to (8) below. 

(3) A right to settlement under a qualifying debt is not a qualifying 
asset if it is a right under a currency contract. 

(4) A right to settlement under a qualifying debt is not a qualifying 
asset if the debt is a debt on a security which under the terms of issue can be 

15 converted into or exchanged for a share or shares; but the preceding 

provisions of this subsection do not apply if the security is a deep gain 

security or the right is held in qualifying circumstances. 

(5) A duty to settle under a qualifying debt is not a qualifying liability if 
it is a duty under a currency contract. 

20 (6) A duty to settle under a qualifying debt is not a qualifying liability if 

the debt is a debt on a security which under the terms of issue can be 
converted into or exchanged for a share or shares; but the preceding 

provisions of this subsection do not apply if the security is a deep gain 

security. 

25 (7) A liability falling within subsection (2)(b) above is not a qualifying 

liability unless — 

(a) the duty to settle would (if the company were to become subject 

to it) be owed for the purposes of a trade, and 

(b) the provision falls to be taken into account (apart from this 

30 Chapter) in computing the profits or losses of the trade for 

coiporation tax purposes. 

(8) For the purposes of this section each of the following is a 
qualifying debt — 

(a) a debt falling to be settled by the payment of money; 

35 (b) a debt falling to be settled by the transfer of a right to settlement 

under another debt, itself falling to be settled by the payment of 
money. 

(9) For the purposes of subsections (l)(c) and (4) above qualifying 
circumstances, in relation to an asset consisting of a share or a right to 

40 settlement, are circumstances where the qualifying company carries on a 
trade and — 

(a) if the company were to transfer the asset, the transfer would fall 

to be taken into account (apart from this Chapter) in computing 
the profits or losses of the trade for corporation tax purposes, 

45 and 

(b) if the asset were held by the company at the end of an accounting 

period, the valuation of the asset to be shown in the company’s 
accounts for that time would fall to be found by taking the local 
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currency equivalent at that time of the valuation put on the a.ssct 
by the company (whether at that time or earlier) expressed in the 
nominal currency of the asset; 

and the relcrcnce here to the local currency is to the local currency of the 
trade for the accounting period. 5 

(10) Interest accrued in respect of a debt shall not be treated as part of 
the debt. 



50. — (1) Subject to the following provisions of this section, a company 
becomes entitled to an asset when it becomes unconditionally entitled to 
it. 10 

(2) Where a company agrees to acquire an asset by transfer it becomes 
entitled to it when the contract is made and not on a later transfer made 
pursuant to the contract. 

(3) Where a company agrees to dispose of an asset by transfer it ceases to 

be entitled to it when the contract is made and not on a later transfer 15 
made pursuant to the contract. 

(4) If a contract is conditional (whether on the exercise of an option or 
otherwise) for the purposes of subsections (2) and (3) above it is made 
when the condition is satisfied. 

(5) Where a company ceases to be entitled to an asset and at a later 20 
time becomes entitled to the same asset, with effect from the later time 
the asset shall be treated as if it were a different asset. 

(6) For the purpose of deciding whether shares of a particular kind are 
held by a company, shares of that kind acquired earlier shall be treated as 
disposed of before shares of that kind acquired later; and references here 25 
to acquisition and disposal are references to becoming entitled and 
ceasing to be entitled. 

(7) In a case where — 

(a) a company would (apart from this subsection) become entitled to 

an asset at a particular time (the later time) by virtue of the 30 
preceding provisions of this section, 

(b) the asset falls within section 49(1 )(a) above, 

(c) the time at which the company, in drawing up its accounts, 

regards itself as becoming entitled to the asset is a time (the 
earlier time) earlier than the later time, and 35 

(d) the accounts are drawn up in accordance with normal 

accountancy practice, 

the company shall be taken to have become entitled to the asset at the 
earlier time and not at the later time. 

(8) Where subsection (7) above applies, as regards any time beginning 40 
with the earlier time and ending immediately before the later time the 
nominal amount of the debt shall be taken to be — 

(a) such amount as the company treats as the nominal amount in its 

accounts, or 

(b) such amount as it would so treat in accordance with normal 45 

accountancy practice (if that amount is different from the 
amount found under paragraph (a) above). 
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(9) A company holds an asset at a particular time if it is entitled to it at 
that time. 



51. — (1) Subject to the following provisions of this section, a company 
becomes subject to a liability falling within section 49(2)(a) above when it 
5 becomes unconditionally subject to it. 

(2) Where a company agrees to acquire a liability falling within section 
49(2)(a) above by transfer it becomes subject to it when the contract is 
made and not on a later transfer made pursuant to the contract, 

(3) Where a company agrees to dispose of a liability falling within 
10 section 49(2)(a) above by transfer it ceases to be subject to it when the 

contract is made and not on a later transfer made pursuant to the contract. 

(4) If a contract is conditional (whether on the exercise of an option or 
otherwise) for the puiposes of subsections (2) and (3) above it is made 
when the condition is satisfied. 

15 (5) Where a company ceases to be subject to a liability falling within 

section 49(2)(a) above and at a later time becomes subject to the same 
liability, with effect from the later time the liability shall be treated as if it 
were a different liability. 

(6) A company becomes subject to a liability falling within section 
20 49(2)(b) above at the time with effect from which it makes the provision. 

(7) A company ceases to be subject to a liability falling within section 
49(2)(b) above at the time with effect from which it deletes the provision or 
(if different) the time with effect from which it would delete the 
provision under normal accountancy practice. 

25 (8) Where a company makes a provision falling within section 49(2)(b) 

above and later changes the amount, the company shall be treated as — 

(a) deleting (with effect from the time when the change becomes 
effective) the provision representing the amount before the 
change, and 

30 (b) making (with effect from that time) a new provision representing 

the amount as changed; 

and so on for further changes. 

(9) In a case where — 

(a) a company would (apart from this subsection) become subject to a 

35 liability at a particular time (the later time) by virtue of the 

preceding provisions of this section, 

(b) the liability falls within section 49(2)(a) above, 

(c) the time at which the company, in drawing up its accounts, 

regards itself as becoming subject to the liability is a time (the 
40 earlier time) earlier than the later time, and 

(d) the accounts are drawn up in accordance with normal 

accountancy practice, 

the company shall be taken to have become subject to the liability at the 
earlier time and not at the later time. 
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( 10) Wlicrc subseciion (9) above api>Iic.s, as regards any time 
beginning with the earlier time and ending immediately before the later 
time the nominal amount of the debt shall be taken to bc~— 

(a) such amount as the company treats as the nominal amount in its 

accounts, or 5 

(b) such amount as it would so treat in accordance with normal 

accountancy practice (if that amount is different from the 
amount found under paragraph (a) above). 

(11) A company owes a liability at a particular time if it is subject to it at 

that time. 10 

52. — (1) Each of the following questions shall be determined 
according to the facts of the case concerned — 

(a) whether a transaction (or series of transactions) involves the 

creation of one asset consisting of a right to settlement under a 
debt or a number of assets consisting of a number of such rights: 15 

(b) whether a transaction (or series of transactions) involves the 

creation of one liability consisting of a duty to settle under a 
debt or a number of liabilities consisting of a number of such 
duties; 

(c) whether a transaction (or series of transactions) involves the 20 

creation of both an asset (or assets) held and a liability (or 
liabilities) owed by the same company. 

(2) Subsection (3) below applies where — 

(a) a company, in drawing up its accounts, regards itself as becoming 

entitled or subject to an asset or liability at a particular time, 25 

(b) the company, in drawing up its accounts, regards itself as ceasing 

to be entitled or subject to the asset or liability at a later time, 

(c) at the time mentioned in paragraph (a) above it could reasonably 

be expected that the company would become entitled or subject 
to such an asset or liability, t 30 

(d) the asset or liability does not in fact come into existence before 

the later time but (if it did) it would fall within section 49(1 )(a) or 
(2)(a) above, and 

(e) the accounts are drawn up in accordance with normal accountancy 

practice. 35 

(3) The company shall be taken to — 

(a) become entitled or subject to such an asset or liability at the time it 

regards itself as becoming so entitled or subject, and 

(b) cease to be entitled or subject to such an asset or liability at the 

time it regards itself as ceasing to be so entitled or subject. 40 

(4) Where subsection (3) above applies, as regards any time beginning 
with the time mentioned in subsection (3)(a) and ending with the time 
mentioned in subsection (3)(b) the nominal amount of the debt shall be 
taken to be — 

(a) such amount as the company treats as the nominal amount in its 45 
accounts, or 
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(b) such amount as it would so treat in accordance with nonnal 
accountancy practice (if that amount is dilTcrent from the 
amount found under paragraph (a) above). 



53. — (1) A company becomes entitled to rights and subject to duties 
5 under a currency contract when it enters into the contract. 

(2) A company holds a currency contract at a particular time if it is 
then entitled to rights and subject to duties under the contract; and it is 
immaterial when the rights and duties fall to be exercised and performed. 



Interpretation: other provisions 

54. — (1) Where a qualifying company holds a qualifying asset the 
following are translation times as regards the asset — 

(a) the time immediately after the company becomes entitled to the 
asset; 

(b) the time immediately before the company ceases to be entitled to 
the asset; 

(c) any time which is a time immediately before an accounting period 
of the company ends and which falls after the time mentioned in 
paragraph (a) above and before the time mentioned in paragraph 
(b) above. 

(2) Where a qualifying company owes a qualifying liability the 
following are translation times as regards the liability — 

(a) the time immediately after the company becomes subject to the 
liability; 

(b) the time immediately before the company ceases to be subject to 
the liability; 

(c) any time which is a time immediately before an accounting period 
of the company ends and which falls after the time mentioned in 
paragraph (a) above and before the time mentioned in paragraph 
(b) above. 

(3) Where a qualifying company enters into a currency contract the 
following are translation times as regards the contract — 

(a) the time immediately after the company becomes entitled to 
rights and subject to duties under the contract; 

’ (b) the time immediately before the company ceases to be entitled to 
those rights and subject to those duties; 

(c) any time which is a time immediately before an accounting period 
of the company ends and which falls after the time mentioned in 
paragraph (a) above and before the time mentioned in paragraph 
(b) above. 

40 (4) As regards a qualifying asset, a qualifying liability or a currency 

contract an accrual period is a period which — 

(a) begins with a time which is a translation time (other than the last to 

fall) as regards the asset, liability or contract, and 

(b) ends with the time which is the next translation time to fall as 

45 regards the asset, liability or contract. 
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55. — ( 1) The basic valuation of an asset or liability is — 

(a) such valuation as the company puts on it with regard to the lime 

immediately after the company becomes entitled or subject to it, 
or 

(b) such valuation as the company would put on it with regard to that 5 

time under normal accountancy practice, if that valuation is 
different from that found under paragraph (a) above. 

(2) Where (apart from this subsection) the valuation under subsection 

(1) above would be in a currency (the actual currency) other than the 
nominal currency, it shall be taken to be the equivalent of the actual 10 
currency expressed in terms of the nominal currency; and the translation 
required by this subsection shall be made by reference to the London 
closing exchange rate for the two currencies concerned for the day in 
which the time mentioned in subsection (1) above falls. 

(3) Subsection (4) below applies where — 15 

(a) section 23 above applies as regards an asset or liability for an 

accrual period, and 

(b) section 21 above applies as regards the asset or liability for the 

next accrual period (the later period). 

(4) In such a case — 20 

(a) as regards the later period the basic valuation of the asset or 

liability shall be taken to be the nominal amount of the debt 
outstanding immediately before the beginning of the later 
period, and 

(b) as regards an accrual period which falls after the later period the 25 

basic valuation of the asset or liability shall be the amount found 
under paragraph (a) above; 

but paragraph (b) above shall have effect subject to any subsequent 
application of this subsection. 

5(5 _(1) As regards an asset mentioned in section 49(l)(a) above, or a 30 
liability mentioned in section 49(2)(a) or (b) above, the nominal currency 
is the settlement currency of the debt mentioned in the paragraph 
concerned. 

(2) As regards an asset mentioned in section 49(l)(b) above, the 

nominal currency is the currency concerned. 35 

(3) As regards an asset mentioned in section 49(l)(c) above, the 
nominal currency is the currency in which the share is denominated. 

57. (1) Subject to the following provisions of this section, the 

settlement currency of a debt is the currency in which ultimate settlement 
of the debt falls to be made. 

(2) In a case where — 

(a) ultimate settlement of a debt falls to be made in a particular 

currency, but 

(b) the amount of the currency falls to be detennined by reference to 

the value at any time of an asset consisting of or denominated in 45 

another currency, 

the settlement currency ot the debt is the other currency. 
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(3) In ttie case of a 
subsections (1) and (2) 
“would rail”. 



debt ineiuioned in section 49(2)(b) above, in 
above “falls” (in each place) shall be read as 



(4) Where the settlement currency of a debt cannot be determined 
5 under subsections (1) to (3) above, the settlement currency of the debt is 
the currency that can reasonably be regarded as the most appropriate — 

(a) deeming the state of affairs at settlement to be the same as the 

state of affairs at the material time, and 

(b) having regard to subsections (1) to (3) above; 

10 and the material time is the time immediately after the company becomes 
entitled to the asset mentioned in section 49(l)(a) above or subject to the 
liability mentioned in section 49(2)(a) or (b) above. 



58.— (1) The nominal amount of a debt outstanding at any time is the 
amount of the debt outstanding at that time, expressed in terms of the 
15 nominal currency of the debt. 

(2) In a case where — 

(a) a payment or repayment is made at any time in a currency other 

than the nominal currency of a debt, and 

(b) it falls to be decided whether there is in consequence an increase 

20 or decrease in the nominal amount of the debt outstanding, 

the amount of the payment or repayment shall be taken to be its 
equivalent expressed in terms of the nominal currency of the debt. 

(3) The nominal currency of a debt is its settlement currency. 

(4) Any translation required by subsection (1) or (2) above shall be 
25 made by reference to the London closing exchange rate for the currencies 

concerned for the day in which the time concerned falls. 



59. — (1) Subject to subsection (2) below, the local currency of a trade 
for an accounting period is sterling. 

(2) Where by virtue of regulations under section 71 below the basic 

30 profits or losses of a trade for an accounting period are to be computed 
and expressed in a currency other than sterling for the purposes of 
corporation tax, that other currency is the local currency of the trade for 
the period. 

j 

60. — (1) References to — 

35 (a) initial exchange gains and losses, 

(b) exchange gains and losses of a trade, 

(c) non-trading exchange gains and losses, and 

(d) the accrual of gains and losses mentioned in paragraphs (a) to (c) 

above, 

40 shall be construed in accordance with sections 21 to 25 above and 
Schedule 1 to this Act. 

(2) References to a currency contract shall be construed in accordance 
with section 22(1) above. 
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(3) References lo a company’s commencement day shall be construed 
in accordance with section 61(5) below. 

(4) The local currency equivalent of the basic valuation ot an asset or 

liability, or of an amount, is that valuation or amount expressed in terms of 
the local currency (a process sometimes known as translation), 5 

(5) References to the basic profits or losses of a trade for an accounting 
period shall be construed in accordance with section 71(4) below. 

(6) References to a share are to a share in a company (whether or not 
the qualifying company). 

(7) Shares are of the same kind if they are treated as being of the same 10 
kind by the practice of a recognised stock exchange or would be so 
treated if dealt with on such a stock exchange. 

(8) References to deep gain securities shall be construed in accordance 
with Schedule 1 1 to the Finance Act 1989. 

(9) “Prescribed” means prescribed by regulations made under this 15 
Chapter. 

(10) A reference to this Chapter includes a reference to regulations 

made under it and a reference to a provision of this Chapter includes a 
reference to regulations made under the provision, unless otherwise 
required by the context or regulations. 20 

(11) Sections 48 to 59 above, and the preceding provisions of this 
section, apply for the purposes of this Chapter. 



Miscellaneous 



This Chapter applies where— 

(a) a qualifying asset is one to which the company becomes entitled 25 

on or after the company’s commencement day; 

(b) a qualifying liability is one to which the company becomes 

subject on or after that day; / 

(c) the rights and duties under a currency contract are ones to which 

the company becomes entitled and subject on or after that day. 30 



("^'1 Where a Qualifying asset or liability is held or owed by a qualifying 
company both immediately before and at the beginning of its 
commencement day, for the purposes of this Chapter the company shall 
be treated as becoming entitled or subject to the asset or liability at the 
beginning of its commencement day. 



(3) Where both immediately before and at the beginning of its 
commencement day a qualifying company is entitled to rights and subject 
to duties under a currency contract, for the purposes of this Chapter t 
company shall be treated as becoming entitled and subject to them at the 

beginning of its commencement day. 

(4) Regulations may make such provision as the Treasury think fit 
(such as provision for finding the basic valuation of an asset or liability) 
with regard to the application of this Chapter to an asset, liability or 
contract by virtue of subsection (2) or (3) above. 



35 



40 
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(5) For the purposes of this section — 

(a) a company’s commencement day is the first day of its lirst 
accounting period to begin after the day preceding the appointed 
day; 

5 (b) the appointed day is such day as may be appointed by order, 

62. — (1) This section applies where— 

(a) a company changes the date on which any accounting period is to 

begin, 

(b) if the change had not been made an exchange gain or gains not 

10 accruing to the company would have accrued or an exchange 

loss or losses accruing to the company would not have accrued 
or an exchange gain or gains accruing would have been bigger or 
an exchange loss or losses accruing would have been smaller, 

and 

15 (c) the change mentioned in paragraph (a) above was made for the 

purpose, or for purposes which include the purpose, of securing 
the non-accrual or reduction of the gain or gains or the accrual 
or increase of the loss or losses. 

(2) In such a case the inspector or on appeal the Commissioners 
20 concerned — 

(a) may in arriving at the exchange gains and losses accruing to the 

company assume that there had been no such change as is 
mentioned in subsection (l)(a) above, and 

(b) may accordingly make, with regard to the accounting period 

25 mentioned in subsection (l)(a) above, such adjustment to the 

company’s corporation tax liability as is just and reasonable. 

(3) For the purposes this section — 

(a) an exchange gain is an exchange gain of a trade or a non-trading 

exchange gain; 

30 (b) an exchange loss is an exchange loss of a trade or a non-trading 

exchange loss. 

63. — (1) Any power to make an order or regulations under this Chapter 
shall be exercisable by the Treasury. 

(2) Any power to make an order under this Chapter shall be exercisable 
35 by statutory instrument. 

(3) Any power to make regulations under this Chapter shall be 
exercisable by statutory instrument subject to annulment in pursuance of a 
resolution of the House of Commons. 

(4) Any power to make regulations under this Chapter — 

40 (a) may be exercised as regards prescribed cases or descriptions of 

case; 

(b) may be exercised differently in relation to different cases or 

descriptions of case. 

(5) Regulations under this Chapter may make provision in such way as 
45 the Treasury think fit, and in particular may amend or modify the effect of 

any enactment (whether or not contained in this Chapter). 
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(6) Regulations under this Chapter may include such supplementary, 
incidental, conscciucntial or transitional provisions as appear to the 
Treasury to be necessary or expedient. 

(7) No specific provision of this Chapter about regulations shall 

prejudice the generality of subsections (4) to (6) above. 5 


Insurance 

companies. 


64. — (1) Subject to the following provisions of this section, this 
Chapter shall apply in relation to insurance companies as it applies in 
relation to r ' er qualifying companies, 

(2) Reguiations may make provision about the treatment for 
corporation tax purposes of exchange differences arising as regards assets 10 
and liabilities held or owed by insurance companies. 

(3) Any such provision may be made — 

(a) about exchange differences arising as regards assets or liabilities 

(or both) generally or about a proportion of such differences; 

(b) about exchange differences arising as regards prescribed 15 

descriptions of assets or liabilities (or both) or about a 

proportion of such differences; 

(c) about exchange differences arising as regards individual assets or 

liabilities. 


1982 C.50. 


(4) Any such provision may be made about assets or liabilities that are 20 
qualifying assets or liabilities, or about those that are not, or about both. 

(5) Regulations under this section may — 

(a) contain exceptions (whether by reference to categories of 

insurance business or otherwise); 

(b) contain provision about the circumstances in which a charge or 25 

relief is to arise, its amount, and other matters relating to it; 

(c) provide for consequential adjustments in a company’s corporation 

tax liability; 

(d) exclude or modify the effect of any of the provisions of this 

Chapter. 30 

(6) References in this section to exchange differences are to gains and 
losses attributable to fluctuations in currency exchange rates. 

(7) For the purposes of this section an insurance company is a 
company to which Part II of the Insurance Companies Act 1982 applies. 


Amendments. 


65. Schedule 2 to this Act (which contains amendments) shall have 35 
effect. 


Currency. 
1992 c. 12. 


Chapter II 
General 
Capital gains 

66. — (1) In a case where — 40 

(a) there is for the purposes of the Taxation of Chargeable Gains Act 
1992 a disposal of currency other than sterling by a company 
which is a qualifying company for the purposes of Chapter I of 
this Part, and 
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(b) oil ihc disposal the company ceases to be entitled to the currency 
for the purposes ol' that Chapter, 

for the purposes ol‘ that Act no chargeable gain shall accrue on the 
disposal. 

5 (2) This section applies to disposals on or after the company’s 

commencement day» within the meaning given by section 61 above. 

67. — (1) In a case where — 

(a) there is for the purposes of the Taxation of Chargeable Gains Act 

1992 a disposal of a debt by a company which is a qualifying 
10 company for the purposes of Chapter I of this Part, 

(b) the right to settlement under the debt is a qualifying asset for the 

purposes of that Chapter, 

(c) the nominal currency of the asset is for the purposes of that 

Chapter a currency other than sterling, 

15 (d) on the disposal the company ceases to be entitled to the right for 

the purposes of that Chapter, and 

(e) the debt is not a debt on a security, as defined in section 132 of 
the Taxation of Chargeable Gains Act 1992; 

for the purposes of that Act no chargeable gain shall accrue on the 
20 disposal. 

(2) This section applies to disposals on or after the company’s 
commencement day, within the meaning given by section 61 above. 

68. — (1) In a case where — 

(a) a right to settlement under a debt on a security, as defined in 

25 section 132 of the Taxation of Chargeable Gains Act 1992, is a 

qualifying asset for the purposes of Chapter I of this Part, 

(b) there is for the purposes of that Act a disposal of the security by a 

company which is a qualifying company for the purposes of that 
Chapter, and 

30 (c) on the disposal the company ceases to be entitled to the right for 

the purposes of that Chapter, 

in applying section 117 of that Act (qualifying corporate bonds) in 
relation to the disposal, subsection (l)(b) (corporate bond must be in 
sterling) shall be ignored. 

35 (2) Subsection (3) below applies where — 

(a) the conditions in subsection (I)(a) to (c) above are fulfilled, and 

(b) the nominal currency of the asset is for the purposes of Chapter I of 

this Part a c jrrency other than sterling. 

(3) In applying section 117 of the Taxation of Chargeable Gains Act 
40 1992 in relation to the disposal — 

(a) the definition of nonnal commercial loan for the purposes of 
subsection (l)(a) shall have effect as if paragraphs (b) and (c) of 
paragraph 1(5) of Schedule 18 to the Taxes Act 1988 were 
omitted; 



60 

Printed image digitised by the University of Southampton Library Digitisation Unit 



Part II 
Chapter II 



Debts other than 
securities. 

1992 c. 12. 



Debts on 

securities: 

disposals. 



Finance 



Part IT 
Chapter II 



Debts on 
securities: relief. 



1992 c. 12. 



(b) subsection (10) (securities issued within group) siiall be ignored. 

(4) This section applies to disposals on or after the company’s 
commencement day, within the meaning given by section 61 above. 



69. — (1) This section applies where — 

(a) a company which is a qualifying company for the purposes of 5 

Chapter I of this Part has made a loan, 

(b) the debt is a debt on a security as defined in section 132 of the 

Taxation of Chargeable Gains Act 1992, and 

(c) the right to settlement under the debt is a qualifying asset for the 

purposes of that Chapter. 10 



(2) In applying section 117 of that Act (qualifying corporate bonds) for 
the purposes of section 254 of that Act (relief for debts on qualifying 
corporate bonds) section 117(l)(b) (corporate bond must be in sterling) 
shall be ignored. 



(3) If the nominal currency of the asset is for the purposes of that 15 
Chapter a currency other than sterling, in applying section 117 of that Act 
for the purposes of section 254 of that Act — 

(a) the definition of- normal commercial loan for the purposes of 

section 1 17(l)(a) shall have effect as if paragraphs (b) and (c) of 
paragraph ] (5) of Schedule 18 to the Taxes Act 1988 were 20 
omitted; 

(b) section 117(10) (securities issued within group) shall be ignored. 



(4) In applying section 254(6) of that Act in the case of a security 
which would not be a qualifying corporate bond apart from subsection (2) 

or (3) above, the allowable amount shall be found by taking what that 25 
amount would be apart from this subsection and deducting an amount 
equal to the amount of any exchange loss (or the aggregate amount of any 
exchange losses) accruing to the company as regards the asset for a 
period or periods ending on or before the relevant date. 

4 

(5) For the purposes of subsection (4) above — 

(a) whether an exchange loss accrues to the company as regards the 
asset for a period, and the amount of the loss, shall be 
determined in accordance with Chapter I of this Part; 



(b) the relevant date is the date when the security’s value became 
negligible or the outstanding amount of the principal of the loan 35 
was irrecoverable or proved to be irrecoverable (as the case may 
be). 



(6) Where apart from this subsection the amount of an exchange loss 
would be an amount expressed in a currency other than the basic 
currency, it shall be treated for the purposes of this section as the basic 40 
currency equivalent on the day the claim is made ^^e 
expressed; and the basic currency is the currency in which the allowable 

amount is expressed. 



(7) For the purposes of subsection (6) above the basic currency 
equivalent of an amount on a particular day is the basic_ currency 45 
equivalent calculated by reference to the London closing exchange rate 



for that day. 
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(8) In this section “exchange loss” means an exchange loss ot a trade 
or a non-trading exchange loss. 

(9) This section applies to claims made on or after the company’s 
commencement day, within the meaning given by section 61 above 

5 (whenever the loan was made). 

70. In section 103 of the Taxation of Chargeable Gains Act 1992 
(restriction on availability of indexation allowance) the following 
subsection shall be inserted after subsection (7) — 

“(7 A) In construing subsection (7) above the effect of sections 66 
10 and 67 of the Finance Act 1993 (no chargeable gain on certain 
disposals) shall be ignored.” 



Miscellaneous 

71 _( 1 ) This section applies as regards the profits or losses for an 
accounting period of a trade carried on by a company. 

15 (2) For the purposes of corporation tax the profits or losses shall be 

computed and expressed in sterling; but this is subject to any regulations 
under this section. 

(3) Regulations may provide that the basic profits or losses of a trade 
for an accounting period shall for the purposes of corporation tax be 

20 computed and expressed in such currency (other than sterling) as is found 
in accordance with prescribed rules, in a case where — 

(a) prescribed conditions are fulfilled, and 

(b) an election is made by the company in accordance with the 

regulations and has effect for the accounting period concerned 

25 by virtue of the regulations. 

(4) For the purposes of this section the basic profits or losses of a trade 
for an accounting period are all the profits or losses of the trade for the 
period, but leaving out of account — 

(a) any trading receipt of the trade in the period, and any trading 

30 expense of the trade in the period, that arises by virtue of section 

144(2) of the Capital Allowances Act 1990 (which makes 
provision about giving effect to allowances and charges); 

(b) any amount mentioned in section 38(4) above and treated as 

received in respect of the trade and in respect of the period. 

35 (5) Subsections (6) and (7) below apply where the basic profits or 

losses of a trade for an accounting period are for the purposes of 
corporation tax to be computed and expressed in a currency other than 
sterling. 

(6) The amount of the basic profits or losses shall be treated for the 

40 purposes of corporation tax as the sterling equivalent of their amount 

expressed in the other currency. 

(7) The profits or losses of the trade for the period shall for the 
purposes of corporation tax be found by taking the amount of the basic 
profits or losses found in sterling under subsection (6) above and then — 

45 (a) taking account of any trading receipt of the trade in the period, 

and any trading expense of the trade in the period, that arises by 
virtue of section 144(2) of the Capital Allowances Act 1990, and 



Printed image digitised by the University of Southampton Library C^^isation Unit 



Part II 
Chapter II 



Indexation 
allowance; non- 
chargeable assets. 

1992 c. 12. 



Corporation tax: 
currency to be 
used. 



1990 c. 1. 



Finance 



Part II 
CllAPTBR II 



Foreign 
companies: 
trading currency. 



(b) taking account (as provided by section 38 above) of any amount 
mentioned in section 38(4) and treated as received in respect of 
the trade and in respect of the period. 

(8) For the purposes of subsection (6) above the sterling equivalent of 

an amount is the sterling equivalent calculated by reference to — 5 

(a) such rate of exchange as is found under prescribed rules, or 

(b) if no such rules apply in the case concerned, the London closing 

exchange rate for the last day of the accounting period 
concerned. 

(9) Regulations under this section may include — 10 

(a) provision that an election may in prescribed circumstances have 

effect from a time before it is made; 

(b) provision that prescribed conditions shall be treated as fulfilled in 

prescribed circumstances (subject to any provision under 
paragraph (c) below); 

(c) provision that prescribed conditions shall be treated as not having 

been fulfilled if the inspector notifies the company that he is not 
satisfied that they are fulfilled; 

(d) provision for an appeal from the inspector’s notification; 

and any provision under paragraph (c) above may allow a notification to 20 
be made after the accounting period ends. 

(10) The power to make regulations under this section shall be 
exercisable by the Treasury by statutory instrument subject to annulment 
in pursuance of a resolution of the House of Commons. 

(1 1) In this section “prescribed” means prescribed by regulations made 25 
under this section. 

(12) This section applies in relation to any accounting period 
beginning on or after the day appointed under section 61(5)(b) above. 



72.— (1) In Schedule 24 to the Taxes Act 1988 (assumptions for 
calculating chargeable profits, creditable tax and corresponding United 30 
Kingdom tax of foreign companies) the following paragraph shall be 

inserted after paragraph 4— 

“4 A. (1) Sub-paragraph (2) below applies where 

(a) the company carries on a trade, and 

(b) the currency used in the accounts of the trade for an 35 

accounting period is a currency other than sterling. 

(9) It shall be assumed that by virtue of regulations 
71 of ^Finance Act 1993 (con>oration tax; currency to be used) 

L basic prolits or losses of the trade for the ° 40 

be computed and expressed for the purposes of corporation tax m 
Hre currency used in the accounts of the trade for the penod. 

nr The reference in sub-paragraph (2) above to the baste profits 
or foL^fo"e for the" accounting penod shall,be construed in 
accordance with section 71 of the Finance Act 199 . 
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73. — ( 1) This section applies wlicre — 

(a) a qualifying company becomes subject to a qualifying debt, and 

(b) the interest payable exceeds a commercial return on the capital 

repayable, expressing that capital in the nominal currency. 

(2) In computing the corporation tax chargeable for an accounting 
period of the company, so much of the excess interest as is paid in the 
accounting period shall not be allowed as a deduction against the total 
profits for the period (if it would be allowed apart from this section). 

(3) In this section — 

“qualifying company” has the meaning given by section 48 above; 

“qualifying debt” has the meaning given by section 49(8) above; 

“nominal currency” shall be construed in accordance with section 
56(1) above. 

(4) This section applies where the company becomes subject to the 
debt (whether as the original debtor or otherwise) on or after the day 
which is its commencement day for the purposes of section 61 above. 



SCHEDULES 

SCHEDULE 1 

Exchange Gains and Losses: Alternative Calculation 

Introduction 

1. — (1) This paragraph applies where regulations under this Schedule 
provide that the amount of an initial exchange gain or initial exchange 
loss accruing to a company as regards an asset, liability or contract for an 
accrual period shall be found in accordance with the alternative method 
of calculation, 

(2) In such a case the amount shall not be found in accordance with 
section 21(2) or (4) of this Act or section 22(3) or (5) or section 23(3) or 
(4) (as the case may be) but shall be found by — 

(a) taking the accrued amount for each day in the accrual period, and 

(b) adding the amounts found under paragraph (a) above. 

(3) Subject to regulations under this Schedule, the accrued amount for a 
day in the accrual period shall be found by — 

(a) taking the amount of the initial exchange gain or initial exchange 

loss found in accordance with section 21(2) or (4) of this Act or 
section 22(3) or (5) or section 23(3) or (4) (as the case may be), 
and 

(b) dividing it by the number of days in the period. 

(4) Where an accrual period docs not begin at the beginning of a day, 
the part of the day concerned shall be treated for the purposes of this 
Schedule as a complete day. 
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ScH. 1 (5) Where an accaial period does not end at the end of a day, the part of 

the day concerned shall be treated for the purposes of this Schedule as a 
complete day. 

Exempt circumstances 

2. — (1) Regulations may provide that where — 

(a) as regards an asset, liability or contract an initial exchange gain or 

initial exchange loss accrues to a company for an accrual period 
under section 21, 22 or 23 of this Act or would so accrue apart 
from regulations under this Schedule, 

(b) at any time on a day in the period the asset or contract was held, or 

the liability was owed, by the company in exempt 
circumstances, and 

(c) such other conditions as may be prescribed are fulfilled, 

the amount of the gain or loss shall be found in accordance with the 
alternative method of calculation. 

(2) Regulations may also provide that as regards any such day as is 
mentioned in sub-paragraph (1) above the accrued amount shall be 
ascertained in accordance with prescribed rules. 

(3) Regulations may be so framed that the accrued amount as regards a 
day depends on the extent to which an asset or contract is held, or a 
liability is owed, in exempt circumstances. 

(4) For the purposes of this paragraph an asset or contract is held, or a 
liability is owed, in exempt circumstances at a given time if it is then 
held or owed — 

(a) for the purposes of long term insurance business; 

(b) for the purposes of mutual insurance business; 

(c) for the purposes of the occupation of commercial woodlands; 

(d) by a housing association approved at that time for the purposes of 

section 488 of the Taxes Act 1988; 

(e) by a self-build society approved at that time for the purposes of 

section 489 of that Act. 

(5) In this paragraph — 

“long tenn insurance business” means insurance business of any of 
1982 c. 50, the classes specified in Schedule 1 to the Insurance Companies 

Act 1982; 

“commercial woodlands” means woodlands in the United Kingdom 
which are managed on a commercial basis and with a view to the 
realisation of profits. 

Matched liabilities 

3. — (1) Regulations may provide that where — 

(a) as regards a liability an initial exchange gain or initial exchange 
loss accrues to a company for an accrual period under section 21 
or 23 of this Act or would so accrue apart from regulations 
under this Schedule, 
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(b) the liability falls within section 49(2)(a) ot this Act, 

(c) the liability is eligible to be matched on any day in the accrual 

period with an asset held by the company, and such other 
conditions as may be prescribed are fulfilled, and 

5 (d) an election is made in accordance with the regulations to match 

the liability with the asset on any such day and the election has 
effect by virtue of the regulations, 

the amount of the gain or loss shall be found in accordance with the 
alternative method of calculation. 

10 (2) Regulations may also provide that as regards any day in respect of 

which an election has effect the accrued amount shall be ascertained in 
accordance with prescribed rules. 

(3) The question whether a liability is eligible to be matched with an 
asset shall be determined in accordance with prescribed rules, and in 

15 particular regulations may include provision that — 

(a) only liabilities of a prescribed description are eligible to be 

matched with assets; 

(b) only assets of a prescribed description are eligible to be matched 

with liabilities; 

20 (c) liabilities of a prescribed description are eligible to be matched 

only with assets of a prescribed description. 

(4) Regulations may include provision that on any day — 

(a) a liability may be partially matched; 

(b) an asset may be partially matched; 

25 (c) one asset may be matched with two or more liabilities (wholly or 

partially); 

(d) one liability may be matched with two or more assets (wholly or 
partially). 

(5) Regulations may include provision that an election relating to an 
30 asset or assets shall be treated as made in relation to another asset or 

other assets (as where assets are replaced by others). 

(6) Regulations may include provision — 

(a) that an election may in prescribed circumstances have effect from a 
time before it is made; 

35 (b) that an election may be varied; 

(c) that an election may not be revoked; 

(d) that an election must be made by the company (subject to any 

provision under sub-j^aragraph (7) below). 

(7) Regulations may provide that where the company is a relevant 
40 controlled foreign company an election may be made by a United 

Kingdom resident company which has (or may be made jointly by United 
Kingdom resident companies which together have) a majority interest in 
the company; and — 

(a) a company is a relevant controlled loreign company if Chapter IV 
45 of Part XVH of the Taxes Act 1988 applies in relation to the 

accounting period of the company which constitutes the accrual 
period or in which the accrual period falls; 
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(b) paragrapli 4(3) ol‘ Schedule 24 to that Act (majority interest) 
applies for the purposes of this sub-paragraph. 

(8) Regulations may include provision — 

(a) that prescribed conditions shall be treated as fulfilled in 

prescribed circumstances (subject to any provision under 5 
paragraph (b) below); 

(b) that prescribed conditions shall be treated as not having been 

fulfilled if the inspector gives notification that he is not satisfied 
that they are fulfilled; 

(c) for an appeal from the inspector’s notification; 10 

(d) for a notification to be given to the company or companies 

making the election. 

(9) Regulations may be so framed that the accrued amount as regards a 
day depends on the extent to which a liability is matched. 

(10) Regulations may also provide as mentioned in one or more of the 15 
following paragraphs — 

(a) that a chargeable gain (or chargeable gains) shall be treated as 

accruing to a relevant person for the purposes of the Taxation of 
Chargeable Gains Act 1992; 

(b) that an allowable loss (or allowable losses) shall be treated as 20 

accruing to a relevant person for the purposes of that Act; 

(c) that the operation of that Act as regards a relevant person shall be 

otherwise adjusted in accordance with prescribed rules (whether 
the adjustment results in the incidence of tax on the person 
being greater or smaller). 

(11) For the purposes of sub-paragraph (10) above each of the 
following is a relevant person — 

(a) the company mentioned in sub-paragraph (1) above; 

(b) any person who has at any time acquired a matched asset (or part of 

a matched asset) since the company acquired it; ^ 30 

and a matched asset is an asset which has at any time been to any extent 
matched with a liability in pursuance of an election. 

(12) Regulations may make provision — 

(a) as to the occasion on which a chargeable gain or allowable loss 

mentioned in sub-paragraph (10) above is to be treated as 35 
accruing, as to the amount to be treated as the amount of the 
gain or loss, and as to other matters relating to the gain or loss, 

(b) as to the timing and extent of any adjustment mentioned in sub- 

paragraph (10)(c) above and as to other matters relating to the 

adjustment. 

Combination of circumstances 

4_ (1) This paragraph applies where regulations under both paragraph 2 

and paragraph 3 above apply — 

(a) as regards the same liability, and 

(b) for the same accrual period. 
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(2) Regulations may provide tliat, as regards any day tailing within the 
period and ideniitlcd in accordance with prescribed rules, the accrued 
amount shall be ascertained in accordance with rules prescribed under 
this paragraph (rather than provisions made under any of those 
paragraphs). 

Arm’s length test 

5. Where regulations make provision under any of paragraphs 2 to 4 
above, they may provide that for the purposes of section 32(11) of this 
Act amounts X and Y shall be found without regard to matters which are 
prescribed and would otherwise have had to be taken into account under 
the regulations. 



Local currency 

6. Where regulations make provision under any of paragraphs 2 to 4 
above, section 45 of this Act shall have effect as if the references to 
sections 21 to 23 included references to this Schedule and the provisions 
of the regulations. 

General 

7. Regulations may be so framed that the accrued amount as regards a 
day is nil (so that, depending on the circumstances, an initial exchange 
gain or initial exchange loss may be extinguished). 

8. Regulations may make different provision about exchange gains (on 
the one hand) and exchange losses (on the other). 



SCHEDULE 2 

Exchange Gains and Losses: Amendments 
Taxes Management Act 1970 ( c. 9) 

L In section 87A of the Taxes Management Act 1970 (interest on 
overdue tax for accounting periods ending after appointed day) the 
following subsection shall be inserted after subsection (4)— 

“(4A) In a case where — 

(a) there is for an accounting period of a company (“the later 

period”) a relievable amount within the meaning of section 
27 of the Finance Act 1993 (non-trading exchange gains 
and losses), 

(b) as a result of a claim under subsection (5) or (6) of that 

section the whole or part of the relievable amount for the 
later period is set off against the exchange profits (as 
defined in subsection (10) of that section) of an earlier 
accounting period (“the earlier period”), and 

(c) disregarding the effect of subsection (5) or (6) (as the case 

may be) of that section, an amount of corporation tax for 
the earlier period would carry interest in accordance with 
this section, 

then, in determining the amount of interest payable under this 
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section on corporation tax unpaid for the earlier period, no account 
shall be taken of any reduction in the amount ol that tax resulting 
from the claim under subsection (5) or (6) of that section except so 
far as concerns interest for any time after the date on which any 
corporation tax for the later period became due and payable, as 5 
mentioned in subsection (1) above.” 



Income and Corporation Taxes Act 1988 (c. I) 

2. In section 56 of the Taxes Act 1988 (transactions in deposits or 
debts) the following subsections shall be inserted after subsection (3) — 



“(3A) Subsection (3B) below applies where — 10 

(a) profits or gains arise from the disposal of a right to which 

subsection (2) above applies and fall to be charged to tax 
under Case VI of Schedule D by virtue of that subsection, 
and 

(b) the profits or gains arise to a qualifying company. 15 

(3B) For the purposes of the charge under Case VI the profits or 
gains — 

(a) shall be increased by the amount of any non-trading 

exchange loss, or the aggregate of the amounts of any non- 
trading exchange losses, accruing to the company as 20 
regards the right for any accrual period or periods 
constituting or falling within the holding period; 

(b) shall (after taking account of paragraph (a) above) be 

reduced by the amount of any non-trading exchange gain, 
or the aggregate of the amounts of any non-trading 25 
exchange gains, accruing to the company as regards the 
right for any accrual period or periods constituting or 
falling within the holding period. 



(3C) For the purposes of subsections (3A) and (3B) above 

(a) “accrual period” and “qualifying company” have the same 30 
meanings as in Chapter I of Part II of the Finance Act 



1993: 

(b) the question whether a non-trading exchange gain or loss 
accrues to the company as regards the right for an accrual 
period shall be decided in accordance with that Chapter. 



40 



(3D) For the purposes of subsection (3B) above the holding 
period is the period which— 

(a) begins when the company acquired (or last acquired) the 

right before the disposal, and 

(b) ends when the disposal is made.” 

Section 242 of the Taxes Act 1988 (set-off of losses etc. 
against surplus of franked investment income) shall be amended as 
mentioned in sub-paragraphs (2) and (3) below. 

(2) In subsection (2) after paragraph (e) there shall be mserted— 

“(f) the setting of amounts against profits under section 27(4) of 45 
th#> 'Pinnncp. Act 1993.” 



69 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Finance 



(3) In subsection (8) after paragraph (d) there shall be inserted — 

“(e) if and so far as the purpose for which the claim is made is 
the setting of an amount against profits under subsection 
(4) of section 27 of the Finance Act 1993, the time limit 
5 that would, by virtue of subsection (14) of that section, be 

applicable in the case of a claim under subsection (4) of 
that section.” 

4. In section 826 of the Taxes Act 1988 (interest on tax overpaid) the 
following subsection shall be inserted after subsection (7B) — 

10 “(7C) In a case where — 

(a) there is for an accounting period of a company (“the later 
period”) a relievable amount within the meaning of section 
27 of the Finance Act 1993 (non-trading exchange gains 
and losses), 

15 (b) as a result of a claim under subsection (5) or (6) of that 

section the whole or part of the relievable amount for the 
later period is set off against the exchange profits (as 
defined in subsection (10) of that section) of an earlier 
accounting period (“the earlier period”), and 

20 (c) a repayment falls to be made of corporation tax for the 

earlier period, 

then, in determining the amount of interest (if any) payable under 
this section on the repayment of corporation tax for the earlier 
period, no account shall be taken of any increase in the amount of 

25 the repayment resulting from the claim under subsection (5) or (6) 
(as the case may be) of that section except so far as concerns interest 
for any time after the date on which any corporation tax for the later 
period became (or, as the case may be, would have become) due and 
payable, as mentioned in subsection (2) above.” 

30 5. In Schedule 27 to the Taxes Act 1988 (distributing funds) in 

paragraph 5 (United Kingdom equivalent profits) the following sub- 
paragraph shall be inserted after sub-paragraph (2) — 

“(2A) In applying sub-paragraph (1) above the effect of sections 
21 to 29 of the Finance Act 1993 (exchange gains and losses) shall 

35 be ignored.” 



Finance Act 1989 (c. 26) 

6. In Schedule 11 to the Finance Act 1989 (deep gain securities) the 
following shall be inserted after paragraph 5 — 

'"Exchange gains and losses 

40 5 A. — (1) This paragraph applies where — 

(a) there is a transfer or redemption of a deep gain security, and 

(b) the person making the transfer or (as the case may be) the 

person who was entitled to the security immediately before 
redemption is a qualifying company. 
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(2) For the purposes of paragraph 5 above the amount treated as 
income — 

(a) shall be increased by the amount of any non-trading 

exchange loss, or the aggregate of the amounts of any non- 
trading exchange losses, accruing to the company as 5 

regards the underlying right for any accrual period or 
periods constituting or falling within the holding period; 

(b) shall (after taking account of paragraph (a) above) be 

reduced by the amount of any non-trading exchange gain, 
or the aggregate of the amounts of any non-trading 10 

exchange gains, accruing to the company as regards the 
underlying right for any accrual period or periods 

constituting or falling within the holding period. 

(3) For the purposes of this paragraph — 

(a) the underlying right is the right to settlement under the debt 15 

on the security; 

(b) “accrual period” and “qualifying company” have the same 

meanings as in Chapter I of Part II of the Finance Act 
1993; 

(c) the question whether a non-trading exchange gain or loss 20 

accrues to the company as regards the underlying right for 
an accrual period shall be decided in accordance with that 
Chapter. 

(4) For the purposes of this paragraph the holding period is the 

period which — 25 

(a) begins when the company acquired (or last acquired) the 

security before the transfer or redemption, and 

(b) ends when the transfer or redemption is made.” 
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